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Comptroller General
of the United States

Washington, D.C. 20548

B-282041

© March 31, 1999

The President of the Senate

- The Speaker of the House of Representatlves

Implementatlon of unportant legislative reforms is underway to promote greater
accountability in managing the finances of our national government. These reforms include
requirements for annual audited financial statements for 24 major departments and agencies
as well as preparation of financial statements of the U.S. government, which we are required
to audit. Our report is included in the accompanying Treasury publication, 1998 Financial

: eport of the Umted States G_rovernmen ~This letter lughlights our conclusmns

In summary, 81gmﬁcant ﬁnancml systems Weaknesses problems With fundamental
recordkeeping and financial reporting, incomplete documentation, and weak internal
controls, including computer controls, continue to prevent the government from accurately
reporting a significant portion of its assets, liabilities, and costs. These deficiencies affect the
reliability of the financial statements and much of the related information in the financial
report, as well as the underlying financial information. They also affect the government's
ability to accurately measure the full cost and financial performance of programs and manage

- its operations Major problems included the federal govemment's inability to

" e properly account for and report (1) bﬂhons of dollars of property, eqmpment materials,

- and supplies and.(2) certain stewardship assets;

e properly estlmate the cost of most major federal credit programs and the related loans

" receivable and loan guarantee labilities;

e estimate and reliably report material amounts of environmental and d1sposal liabilities
and related costs;

e determine the proper amount of Various reported liabilities, including ‘postretirement
health benefits for military employees, accounts payable, and other liabilities;

e accurately report major portions of the net cost of government operations;

e determine the full extent of improper payments that occur in major programs and that are
estimated to involve billions of dollars annually;

* ensure that all disbursements are properly recorded,; and
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. e properly prepare the federal government’s financial statements, including balancing the .
— , statements, accounting for billions of dollars of transactions between governmental
— entities, and properly and consistently complhng the information in the financial
statements.

These deficiencies prevented us from being able to form an opinion on the reliability of the
financial statements and represent material weaknesses in internal control.

The executive branch recognizes the extent and severity of the financial management
deficiencies and that addressing them will require concerted improvement efforts across
government. The administration has set goals for completing timely audits and receiving
unqualified opinions for individual agencies as well as the financial statements of the U.S.
government. Annual financial audits represent an important means to assure continued
progress in connection with improving federal financial management.

. While obtaining unqualified “clean” audit opinions on federal financial statements is an
~ important objective, it is not an end in and of itself. The key is to take steps to continuously
improve intermal controls.and’ underlylng ﬁnanaal and management information systems as a
means to assure accountablhty, increase the'e economy, improve the'efficiency, and enhance
. . the effectlveness of. govemment ‘'These systems ‘must generate timely, accurate, and useful
1nformat10n on an ongomg ba515, not Just as of the end of the fiscal year

e We apprecrate the cooperatlon and assmtance we recelved from the Chref Financial Officers
~.and Inspectors- General throughout government as well as Department of the Treasury and
- Office of Management and Budget officials, in-carrying out our responsibility to audit the
. government's financial statements. We look forward to continuing to work with these
~ officials and the Congress to achieve the goals and objectives associated with financial
management reform :

Our report was prepared under the d1rect10n of Gene L. Dodaro Ass1$tant Comptroller
General, and Robert F. Dacey, Director, Consolidated Audit and Computer Security Issues. If
yo have any questions, please contact me on (202) 512- 5500 or them on (202) 512-3317.

David M Walker B
Comptroller:General -
of the United States

(919338)
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A MESSAGE FROM THE
SECRETARY OF THE TREASURY

Attached is the fiscal year 1998 Financial Report of the United States Government,
formerly known as the Consolidated Financial Statements of the U.S. Government.
The Administration initiated the development of this financial report in order to create
what we believe will be a useful management tool for policy-makers and a source of
useful information for the public. Last year, for the first time, the United States
Government prepared comprehensive financial statements covering all of its myriad
activities and subjected them to audit. This year, for the second time, the
Administration presents the Financial Report of the United States Government,
including audited financial statements that cover the Executive Branch, as well as
parts of the Legislative and Judicial branches of the United States Government,

The publication of this second annual financial report represents one component of
the Clinton Administration’s continuing efforts to improve the management and
efﬁ;:iency of the United States Goverxulin{‘ent. In 1994, the Administration supported
the Government Management Reform ‘Act,jwhich mandated the issuance of these
audited financial statements. The Adminisfration has supported the Federal
Accounting Standards Advisory Board in creating the accounting standards that form
the basis for the financial statements included in this financial report. :

These accounting standards generally are based on the accrual basis of accounting,
which differs from the cash basis of accounting used in the reporting of budget results.
The principal differences between these two accounting methods pertain to the timing
of the measurement and recognition of revenues and expenses and the inclusion of a
presentation of assets and liabilities. Each method is a useful tool for looking at the
government’s operations for different purposes.

A great deal of work has been done, but the development of this new method of re-
porting is an immense task and a great deal of additional effort will be necessary to
create and implement an entirely new system of reporting on the operations of the
U.S. Government. We are working hard toward that goal to complement our existing
budget reporting. The audit report from the General Accounting Office (GAO) dis-
cusses many areas in which the reliability of the current financial statements must be
enhanced and improved. As a result, the GAO was unable to render an opinion on
these statements. The Administration is committed to continuing its work with the .
GAO, Federal agencies, and other interested parties to achieve the President’s goal of
receiving an unqualified opinion from the GAO on the Financial Report of the United
States Government. We believe that the publication of this financial réport is an im-
portant step in providing the American public with useful information about their gov-
ernment’s assets, liabilities and operations.

205'-—&3\€, ﬂwém |

Robert E. Rubin
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DISCUSSION AND ANALYSIS

Fmanmal Report of the
Umted States Government Flscal 1998

| Management’s Discussion and Analysis

* No other entity in the world com-
pares in size and scope to the U.S.

Government, which has continuing -

responsibilities for the general wel-
fare of its citizens and for national de-
fense. The U.S. Government's com-
prehensive financial report, prepared

in accordance with Federal account-

ing standards, mcludes a11 of 1ts actlv-
jties, -1+

Effective management of the U. S
Government has been hampered by a
lack of" comprehenswe financial in-

formatlon The Admmlstratron re-

mams commrtted to prov1d1ng reli-
able 1nformat10n about the financial

position-of the U.S: Government, the -
cost of its operations, and. the financ- -
ing sources used to fund operations. -

Such mformatlon will'ultimately

prove extremely helpful to pol—"

1cy-makers and the publlc

To improve. the quality of fmanc1al
1nformat10n in 1990 the Office of
Management-and Budget (OMB),
Treasury, and the U.S. General Ac-

counting Office (GAO) established
the Federal Accounting Standards
~ Advisory Board (FASAB) to develop

accounting standards for the U.S.
Government. In 1994, the President
signed the Government Management

Réform Act, whlch requires annual
financial statements for the 24 major
agenc1es and for the U.S. Govern-
ment as a whole. :

The Admmlstratlon apprecrates the
work of the GAO in subjecting these

“financial statements to audit and

looks forward to working with the
GAO, Federal agencies and other in-
terested patties in its continuing effort

to improve the reliability ‘of Federal

financial information. The effort to
produce a comprehensive and reliable

. setof financial statements for the U.S.

‘-‘The:Administration is

. committed to :

|mprovmg the rellablllty
-of the: fmanclal
mformatmn i ':

Govemment whlch began in. 1997 is
- ongoing, and 1mprovements are
clearly necessary Because of current.

limitations that are drscussed in
GAO's Report, the GAO is unable to
render an opinion on these financial
statements. The challenges involved
in developing timely, reliable, and

comprehensive financial information '

should not, however, obscure the
progress that has been made or the in-
sights prov1ded by preparation and

audit of these statements. The Ad-
ministration's accomplishments are
presented later in this discussion and
analysis.

The Administration is commltted
to improving the reliability of the fi-
nancial information to achieve its
goal of an unqualified opinion on the
fmancral statements of individual
agencies and the U.S. Government.
The Admmlstratron s goals for indi-
vidual agencies are reflected in the
Federal Financial Management Status
Report and Flve-Year Plan.issued by
the OMB.and the Governmentwide
Chief Financial Officers (CFOs)
Council. That document reflects the

. dates by which agencies are expected

to achieve the Admmlstratlon s ob_|ec-
tives. - :
The acco\n;aanymg»Fmanclal Re-

.. portisrequired by 31 United States
== Code'331(e)(I) and consists of Man-
% agement's Discussion and Analysis

(MD&A), a Statement of Opetations
and' Changes in Net Position, a'State-
ment of' Net Cost, a Balance Sheet
Stewardshlp Information, Notes to
the Financial Statements, and Supple-
niental Information. Each section is
preceded by a description of the sec-
tion's contents. The Supplemental In-
formation section describes the major
functions of the U.S. Government.




" The MD&A explams the Federal reportmg entity, the ba51s of accountmg '

used to prepare these financial statements, and presents selected financial -
and economic information intended to assist readers in their assessment of
the U.S. Government's financial operations and status. It also summarizes fi-
nancial management initiatives designed to continue improving the réliabil-

ity of the financial statements and to address the issues identified in- GAO’ '
report on the U S Govemment's 1998 fmancral statements :

Coverage

pend1x Informatron from the

: ;legvrslat'lve and Jud1c1al branches is

"limited because those entities are not

The financial statements cover the

: executive branch, as well as parts of

-the legislative and judicial branches
~ofthe U.S. Government. A list of the
. significant entities included in these

required to prepare comprehensive
financial statements. In addition,
Government-sponsored enterprises

"(suich as Federal Home Loan Banks

and the Federal National Mortgage

LELEELL.

Y B A A
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e

ﬁnanc1al statements is, mcluded in

‘*Assoc1at10n) are excluded because

they are privately owned ‘The Fed-
eral Reserve System is also |
excluded because monetary policy

is conducted separately from-and -

~ independently of the other central

Government funcnons

| Accounting sfandard's‘ S

‘The accountmg standards used ln_'

- the preparation of the accompanymg

financial statements were developed

by the Federal Accounting Standards
Advisory Board (FASAB); approved

by Treasiiry, OMB and GAO as the

FASAB principals;‘andissued by
OMB and‘GAO. The standards are
tailored to the, U:S. Government’s
unique charactemstlcs and spec1a1
needs; For. example, land not used in
U.S. Govemment operations; (stew-
ardshlp lland) and. weapon ystems
and: support property used in;the:per-

than on the Balance Sheet ;

The ﬁnancral statements ‘of the
U.S. Govemment are prepared gen-
erally on the accrual basis of account-

ing. Under the acciual basis, tranisdc-

tions are reported when the events
giving rise to the transactions occur;
rather than when cash is received or

paid (cash basis). Byc'ontrast, Fed-
eral budgetary reporting is generally
on the cash basis in accordance with
accepted - budget concepts and poli-
cies. L

Themost s1gn1ﬁcant dlfference be-
tween these two, bases involves the
timing of recognition and measure- -
ment of revenues-and costs. For ex-.
ample Federal accounting standards .
require/récognition ‘of liabilities for
costs related to'environmental -
cleanup:when the events resultmg in
such costs occur: By ‘contrast; budget

ive the

-;,fpayment i¢made. The effects of these"
‘ ,dlfferences are reflected i 1n the “Rec-

venue 10 the Umﬁed Budget ,

' Stew- . ‘Surplus - which is presented in the
ardship nformatlon sect N'n rather. o

Supplemental Information section of
this Financial Report 4

In fiscal 1998 there was a budget
surplus of $69 2 b11hon The.excess
of net cost over revenue figure con- .
tained in these financial statements -
for fiscal 1998 is $133.8 billion. This
difference is attributable to factors:

discussed immediately above. The:

primary components of the differ~ -
ence that have been identified are
increases in . accrued veteran com-
pensation benefits, $109.4 billion; in-
creases in actuarial expenses for Fed-.
eral employees and military pensions
and health benefits, $39.8 billion;
and ‘an increase in envxronmental lia-
bilities, $12.8 billion. - '
This Financial Report does not in-
clude information on. natural re-
sources (depletable resources; such
as mineral deposrts and petroleum or,
renewable resources, such as timber)

because standards have not yet been’

developed for: recogmzmg and mea-
suring these assets. "

Finally, a thorough assessmentr of
the U.S. Government’s fmanc1a1 sta-
tus should recogmze its'sovereign
powers to raise revenue and regulate
commerce. These powers are not re- -
flected in the & accompanying state-

" ments, but should be considered in-a’

comprehensrve assessment of the
U.S. Government’s overall financ1al
condmon




DISCUSSION AND ANALYSIS

Implementation of New
Accounting Standards

While the FASAB completed work
on a basic set of accounting standards
in 1996, some standards did not'be--
come effectlve until flscal 1998.
Standards becoming effective in fis-
cal 1998 require that the value of na-
tional defense assets be removed
from the Balance Sheet and that in-
formation about these assets be re-
ported in the Stewardship Informa-
tion 'section of the Financial Report.’
These assefs were valued at $655.2
billion when reported on the fiscal
1997 Balance Sheet. FASAB has ini-
tiated a project to identify and re-
search user information needs for na-
t1onal defense assets

In addition, standards effective. for
the first time in 1998 require current

o services assessment 1nformat10n,

showing both the short-term and me-
dium-term direction of current pro-

- grams. The current services-assess-
meént presents actual receipt and-

outlay data for all programs for the
year for which the financial state-
ments are prepared (the base year)
and estimates for 6 years subsequent
to the base year. This assessment will
thus facilitate evaluation of the suffi-
ciency of future résources to sustain
public services and to meet current
and future obl1gat10ns as they become
due.

Standards becommg effectlve in
future years require reporting of an-

nual Federal expenses for steward-
ship investments, which include:

. Non-Federal physrcal property:
' the Federal investment in proper-
ties.owned by State and local gov-,

‘ ‘ernments (e.g:, hrghways and

" airports). '

"+ ‘Human capital: mvestments in
-education and training programs
financed by the U.S.Government
for the benefit of the public.
» Research and development: the
U.S. Government’s investments in

_ basic and applied research and de-
velopment.

The annual expense related to these

investments included in the State-.

ment of Net Cost will be separately
identified in the Stewardshlp Infor-
mation sectlon

Very strong economic growth
continued through fiscal 1998. The
Asian financial crisis and weakness
abroad ‘had some negative 1mpacts

on  the U.S. economy, chlefly
through exports and volatility. in fi-
nancial markets, but the domestic
‘economy surged forward Job gains
were very solid over the year ending
in September and the unemploy-
ment rate held near 28-year lows. At
the same trme, inflation was, very
well contamed w1th the rate of in-

growth:in incomes and a rising

ﬂation'dropping to levels not seen
since the mid-1960’s. Strong

stock market led to 4 boost in Fed-
eral tax receipts.in fiscal 1998, con- -
tributing to the first Federal unified
budget surplus in-29 years.

The 'Ec'onomy
m Fiscal 1998

Real gross domestic product
(GDP) grew by 3.5 percent across the
four quarters of fiscal 1998 (which
encompasses the fourth quarter of
calendar 1997 through the third quar-
ter of calendar 1998). Over the past 3
fiscal years, real growth averaged a
robust 3.7 percent. K

The household sector. accounted
for much of the gain in 1998, with
consumer. spendlng and residential
investment growing very rapidly.
Consumer purchases swelled by 4.7

vestment in new ho

12 percent and the home 0 nershlp of
rate hit an all-time high. Thé gains in" -

spending were fueled by rrsing em-"
ployment and income and by the
wealth effects of the rapid increases

in stock prices over the past few

years.
* Partly offsetting strength in-the do-
mestic economy was a sizable deteri-

_ Growth of Real GDp

4 Percent change, 4th quarter to 4th quarter " |

i | I
89 90 .91

92 93 94 95 96 97 98
Fiscal years
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oration in the foreign trade balance
due to weakening global financial and
economic conditions. U.S. exports in
real terms fell by 2.3 percent over the
fiscal year, while imports grew by 8.3
percent. The widening trade deficit
acted as a considerable drag on real
GDP growth, particularly in the first
half of calendar 1998 when it sub-
tracted more than 2 percentage points
from growth. U.S. agricultural and
manufacturing industries were most
affected by the loss of exports and
other consequences of the global situ-
ation. Manufacturing production and
capacity utilization slowed over the
year, and factory employment de-
clined by 137,000 from March
through September.

Employment growth in other sec-
tors of the economy was very strong
in fiscal 1998, and labor markets con-
tinued to be very tight. About 3.1 mil-
lion jobs were added during the year,
the same as.in the previous fiscal
year. The unemployment rate held

between 4.3 and 4.7 percent through- -

out the fiscal year, the lowest read-

ings in 28 years. The share of the -

working-age population with a job

averaged 64 percent, a new fis--
cal~year record, and long-term unem-
ployment fell. Workers enjoyed an

acceleration in wage and salary
growth, which increased by 4 percent
over the fiscal year. This was consid-
erably faster than the rate of inflation

and resulted in solid gams m real

wages and salaries. . -
Desplte strong:economic’ growth
and very low rates of unemployment,

price pressures.did not build up dur-
ing the year. Fallmg prices forim--
ported goods, ¢ energy and food held;, o
down growth in commodity prices
and the' overall rate of inflation as.. |-
well. Consumer prices edged up Just' 1
1.4 percent over the fiscal year, the [

smallest inflation rate since the
mid-1960's: Excluding the foodand {..

energy components, the underlying
“"core" rate of consumer price infla-
tion was 2.4 percent, up a bit from 2.2
percent in the previous fiscal year,
which had been the lowest core rate
since the mid-1960's,

i . ’ ) ) DISCUSSION AND ANALYSIS .
‘ “,

Budget Results
The unified Federal budget was
in surplus by $69.2 billion in fis-
cal 1998, the first Federal surplus
.since 1969, This represented 0.8

“The expanding
economy over the
course of the year
brought a surge in
tax revenue in 1998,
which far outpaced
modest gains in
- Federal outlays.”

percent of GDP, the hlghest share
of GDP fora surplus in more than

- 40 years, and resulted in a reduc-

tion in the leével of Federal debt
held by the public for the first
time in 29 years. Passage of defi-
cit reduction programs in con-
junction with strong economic
- growth placed the budget on its
path toward surplus after the an-

nual deficit reached an all-time -

high of $290 bllllon in fiscal
1992.. IR

The expanding economy over

the course of the year brought"a
surge in tax revenue in 1998, -

which far outpaced modest gains

in Federal outlays. Receipts in-.

creased by 9.0 percent in fiscal

1998 to $1,722 billion, faster than
gains over the previous several -

years. Growth was led by a more
than 12 percent increase in indi-

vidual income tax payments, re-
flecting rapid job and income. . |
growth as well as high levels of

* capital gains from the rising stock

market. That was more than
enough to offset a slowdown in
corporate profits tax receipts,

- which grew by 3-1/2 percent in
fiscal 1998 compared with 6 per-

cent in the prior year. Corporate
profits weakened a bit over the

-year primarily due to the unpacts -
of the global situation onearnings, *

particularly among manufacturmg
firms. .

Growth of outlays was heldto "~

just 3.2 percent in fiscal 1998,
with outlays rising to $1,653 bil-

lion. Outlays in relation to GDP -

were the smallest since 1974, dip-
ping to a 19.7 percent share from
20.0 percent in fiscal 1997. The
underlying improvement over the

year was even greater than the

(In bllllons of dollars)

Unified Federal Budget Mbves |
from Deficit to Surplus

300
200

. 100

- 4100

-200

-300

M Actual
- | B8 Projected | -

84 89 94 99 04
Fiscal year
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summary figure suggests, as outlays -
in fiscal 1997 were held down by’
large inflows to the deposit insurance
account which were not repeated in
fiscal 1998. (These inflows are
treated as negative outlays in budget
accountlng )" Excluding the deposit
insurance account and other similar
factors, outlays increased by less than
2-1/2 pércent in fiscal 1998.

Defense spending dipped shghtly
in fiscal year 1998 after increasing by
$4.8 billion in the prior year. That in-
crease followed 4 years of reductions

DisScUSSION AND ANALYSIS.

in defense spending. Outlays for in-
come support (excluding Federal
retirement payments) were smaller
than a year ago, reflecting the expan-
sion of employment and rising in-
come in 1998. Net interest payments
declined by $0.7 billion. Growth in
Meédicare slowed sharply compared
with previous years due in part to

~slower processing of payments, but

expanded use of managed care plans
and lower-than-expected payments
for inpatient hospital serv1ces also
contributed.

Revenue
-..Non-exchange revenue is the U.S.
Government's primary source of reve-
nue, and totaled $1,712.8 billion in
1998. More than 95 percent of this to-
tal came from tax receipts, with the re-
mainder coming froi customs-duties
and other miscellaneous receipts.
Eamed revenues are inflows of re-
sources that arise from exchange

-transactions. Exchange transactions ,
occur when each party to the transac- . | -

‘tion sacrifices value and receives | ..
value in return -~ for example, when |-
the U.S. Government sells goods or . -

services to the public. During 1998,
the U.S. Government earned $168. 9

billion in exchange revenue including i
*$2.8 billion from the sale of the Elk

Hills Naval Petroleum Reserve by. the
Department of Energy. Of these reve-
nues, $161.5 billion are offset against

{the gross cost of the related functions

to arrive at the. functnon 's net cost. The

.U.S. Govemment also earned $7.4 bil-

lion that was not offset against the cost

of any function, e.g., royalties on the
. Outer Continental Shelf lands.

The unified budget in fiscal 1999 is
expected to post a slightly larger sur-
plus than the $69.2 billion recorded in
fiscal 1998. New projections from the
Fiscal Year 2000 Budget show sur-
pluses growing throughout the fore-
cast horizon, accumulating to $2.4
trillion over the period 2000-2009.

These results are similar to the fore-

casts of the Congressional Budget
Office, which yield an even larger cu-
mulative surplus of $2.6 trillion over

that 10-year span.

8§0.2%

‘80.2% Igdiviﬁ' a;)i(nco'me
- w?t‘h?:o dings
% Corporate
+10.9% incoe'ge tax

C3 4% Excise tax
' 6% Unemploy—

K 6% E?ttate and

1.4% Mlscellaneous
1.0% Customs duties

~ Detail may not add to totéls due to rounding.

4%
1.6%
6%
1.4%.
1.0%

COmponents of
Non-exchange Revenue .
by Major Source
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DISCUSSION AND ANALYSIS

( ponents of these asse

‘statements The assets pre ,
.the Balance Sheet are nota compre-

ity to'tax-and régulate: conimerce, can-
lands), national defense assets and

ported on the Balance Sheet at the end
of ﬁs’cal 1998.

Expenses by Function

Thenet cost of U.S. Government oper-
ations was $1,854 billion for 1998. Net
cost represents the gross cost of opera-
tions less attributable earned revenues.
The Statement of Net Cost reflects the
cost incurred to carry out the national
‘priorities identified by the President
and the Congress and how the net cost
was financed. The functions and
subfunctions used to accumulate costs
associated with the national priorities
are identified in the President’s. budget
and described in detail in the Supple-
mental Information section of this re-
port. The accompanying chart presents
the percentage of the net cost of U.S.
Government operations represented by

- each of the U.S. Government’s major
functions.

Net Cost
by Major Function

Human
58.3% resources :

17 3% Natlonal
. defense ‘

13.1% Interest:

5.9% Other
functions

5.4% Physical
resources

' Detail may not ‘add 10 totals due to rounding.

Assets “ :

{ The assets of the Us. Govemment.\,
are the resources.available to pay lia-
bilities or to satisfy future service -
‘needs. The : accompanying ¢

picts the major categorie: of iportedﬁ S
‘assets as of Septemb 3 . :

Detalled 1nformatlon

hensive list.of Federal resources. For
example ‘the' U.S. 'Goyernment's most
nnportant financial resource; its abil-

not be quantified and is not reflected.
Natural resources, stewardship land
(natlonal parks, forests and grazing

heritage assets are other examples of
resources that are not included in the
$852.8 billion of Federal assets re-

M‘ajor Categories
‘of Assets .

35.1% Property, plant and eq‘ulpment ,
© 19.6% Inventories-and related property
19.6% Loans recewable
11.4% Cash and other monetary assets
7.0% Other
4.2% Accounts receivable
3.2% Taxes receivable’

Detail may not add to totals due'to rounding.
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“ment to decrease by $1:1 trlllron in

. resources to hqu1 ; )
. vironmental cleanup costs. As of Sep-
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Liabilities

At the end of fiscal 1998, the U.S.
Government reported liabilities of
$6,987.2 billion. These liabilities are
prObable and measurable future out-:
flows of resources arising out of past
transactions or events. The largest
compoifient of these liabilities
($3,717.7 billion) is represented by
Federal debt securities held by the
public. The next largest component
($2,685,1 billion)relates to pension,
dlsabllrty and health care costs for
veterans, and Federal civilian and
military’ employees Included in this
component is a Department of Vet-
erans Affalrs program whereby veter-

“Another Ilablllty, e
~which will likely
require substantial
_future budgetary
resources to I|qu|date, _
~is related to ,
envrronmental
~cleanup costs.’f

ans or their dependents receive com-

pensation benefits if the veteran was

disabled or died from military ser- -
vice-connected causes. Changesiin

the actuarial methodology and the in-

“terest rate assumption resulted in a'li- |’
ability increase of $381 billion. This: |

‘liability increase coupled with the te-

moval from the Balance Sheet of ) v.»
:$655.2. b11110n in national defense §-"
 sets: were the major factors in calising o

net position of the U.S. Go

fiscal. 1998: The national defensé as--
sets were-removed from:the Balance -
S 'et as.a: résult of. 1mplementmg a-
‘new accounting:standard. - :
5-Another liability, which will hkely». :
‘require; substantlal future budgetary. -
te, is related to en-

tember 30, 1998, the cost of cleanmg
‘up environmental contamination was
estimated to be $224.5 billion. The
accompanying chart presents the per-
centage of total Federal liabilities rep-
resented by each of the categories of
liabilities reported on the Balance

can be found in the notes to the finan-
cial statements.

et. Additional details about the |

Major Categorles
of Liabilities -

'53.2% Federal debt held
"4 Ly the pubhc

* 38.4%. Federal’ employee and
" veterans benefits

2.2% :Other’liabilities -
1.3% Accounts payable

3.2% - Environmental Jiabilities

1.1% Benefits due and payable
0.5% Loan guarantee liabilities

‘Detail may not add to totals due to rounding._

Future Commitments

: mltments

/The U.S. Government has substantial- future commrtments to
s 1ts citizens; including the provision of social insurance through | .
- | :the:Social Security and Medicare programs. The FASAB contin- |*
ues to discuss the content and format for’ reportmg of these com-‘

' Two,trust funds have been es-
1: tablished by law to finance the So-
cidl;Security program (OASDI):

" |*Federal Old-Age and Survivors

Insurance: (OASI) and Federal
,Dlsablllty Insurance (DI). OASI
.pays retirement and survivors
benefits:, and DI pays benéfits af-
tera worker becomes d1sabled
OASDI revenues consist primar-
ily of taxes on earnings that are
paid by employees, their employ-
ers, and the self-employed.
OASDI also receives revenue
from taxation of part of Social Se-
curity benefits. Revenues that are
not needed to pay current benefits
or administrative expenses are in-

“The Admi‘ |
‘intends to work

“with Congress on a

bipartisan basis to
- enact long-term
Social Security

solvency and
reform in 1999.”.

earn 1nterest for the trust funds

The securities issued to the trust
funds are guaranteed as to both -
principal and interest and backed




i

Tl

T EIL

L

et b

L

by the full faith and credit of the U.S.
Government. :

The Board of Trustees of the OASI
and DI Trust Funds provides the Pres-
ident and the Congress with
short-range (10 years) and long-range
(75 years) actuarial estimates of each
trust fund. Because of the inherent
uncertainty in estimates for:as long as
75 years into the future, the Soc1a1 Se-
curity Trustees use three alternative
sets of economic and demographrc
assumptions to show a range of possi-
bilities.'Most analysts use the
Trustees' intermediate or "best esti-
mate" set of assumptions to evaluate

Security program. -
. The 75-year estir 2
future workers (except for those
working in types of employment not
mandatorrly covered by the program)
are covered by;Social Security once

they enter the labor force. The.esti-

mates reflect the impact of the retlre-
ment of the baby boomers, as well as

changing demographics (e.g., an in-

‘DISCUSSION AND ANALYSIS -

celpts and by 2032 the combined trustb

“W|th no change in -
the program, in-2013
the trust funds are
expected to begin
using interest on their
investments to cover
the cash shortfall and
to pay benefnts.”

fund assets, primarily mvestments in
Treasury securities; will be ex-

~ hausted. With no ¢hange.in the pro-

gram, in 2013 the trust funds are ex-
pected to begin usmg interest on their
investments to cover the cash short-
fall and to pay benefits. Starting in
- 2021, they ' would begin redeemlng
‘their investments in Treasury securi-
ties to provide the needed funding. In
2032 trust fund assets would be ex-

créase in hfe expectancy and a de-
cline in the birth rate). For example
in 1960, 5.1 workers paid for every

‘beneficiary. Today; the ratio of work-

ers to beneficiary is'3.4 to 1 and 32
years from now, when all of the baby

. boom generation has retired, the ratio

will drop to approxnnately 2to1.The

the financial condmon of the ‘Social retirement ¢
L Pa}"
retlrement beneflts are largely fi-
“ nanced by ciirrent’ payroll contrlbu-
-tions.

Under:current legislation and usmg

“intermediate assumptlons the

Trustees estimated in their 1998 re-

“ port that by 2013 cash disbuirsements

for the programs will exceed cash.re

Two trust funds’ ’have'been es-
tablished to finance the Medicare
program. The Medicare Part A

Fund is financed by a 2.9 percent

tax on wages and salaries requrred "

to be'paid equally- by employees |
‘and employers. The Medicaré Part
‘B Supplementary Medical Inisur-
ance (SMI) Trust Fundreceives |

Ppremium payments on behalfof
Medicare beneficiaries who have
elected coverage 'The Balanced ;

: : ~ inthe Stewardship Information
~ section of this Financial Report.

hausted at that time, dedicated tax-.
revenues-wotld be sufficient to pay
'approxunately 75 percent of the ben-
-efits.due...

The Admlmstratlon lntends to
work with Congress on a bipartisan
basis to enact long-term Social Secu-.
rity solvency and reform in 1999.
Acting sooner rather than later to ad-
dress the long-term financing needs
of the program will make the required
changes less severe and dlsruptlve :
-and ensure that:Social Securlty works -
as well for future generations asiit has
for past generations: ‘Additional in-
formation about the Social Security
program can be found in the Steward-
ship Information section of this Fi-
nancial Report,

.Budget Act of 1997 prcv1des

that the SMI premium is set at -~

- 25 percent of program costs.
Hosp1ta1 Insurance (HI) Trust -

The remainder of the costs is
b lCongressmnal appro-A

{ .98 trustees report pro-’ “

g Jects that the HI trust fund's ‘as-

sets will be. depleted by 2008.us-
ing intermediate or "best :
estimate" assumptlons Addi-
tional information about the -
Medicare program can be found
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Accomplishments and Actions Taken

to Address Financial Reporting Issues

DISCUSSION AND ANALYSIS

" The'Administration's Prlorltyk
Management Objectives included in

- the fiscal 1999 and 2000 Budgets of
the U.S. Government include im- -
proving financial management .

information as-part of its plan for
strengthening Governmentwide man-
agement. Audits of agency financial

-statements disclose that agencies

have made substantial progress in

correcting financial management de- -

ficiencies that impede compliance
with Federal accounting standards

and, accordingly, improved financial

management. The following exhibit
illustrates agency progress as mea-
sured by the increasing number of un-

qualified audit opinions on their fi-

nancial statements. (Audlts for all of
the 24 major agencies were not re-
qulred until fiscal 1996.)

‘While progress has been made, re-

cent audits disclosed that major agen- - a

cies continue to have serious finan-
cial management problems, which
preclude compliance with numerous
Federal accounting standards. These

“agencies must satisfactorily address

these problems in order to receive an

" unqualified opinion on their financial

ment to receive an unqualiﬁed opin-
"ion on its financial statements. The
exhibit on'the following page corre-

lates’the most critical problem areas:

with the agencies responsible for tak-
- ing corrective action. The exhibit also
highlights that the Department of De-

“Audits of agency
financial statements
disclose that agencies

have made substantial

progress in correcting
financial management .
- deficiencies.. . .”

fense has serious deficiencies i m all
but one issue area and all agencies

have problems with accounting for

intragovernmental transactions.
With respect to intragovernmental
transactions, the problem pertains to

tions between agencies. The audit of
the U.S. Government's financial
statements for fiscal 1997 disclosed
that agencies.cannot effectively iden-
tify transactions with other agencies
so they can be eliminated for
governmentwide reporting. If these
transactions are not properly elimi-
nated, total U.S. Government assets,
liabilities, revenues and expenses
will be misstated by the amount of
these transactions.

The U.S. Government's ability to

= correctly identify these items im-

proved in fiscal 1998. In addition, the

*Administration has organized a task

forceto address the intragovernmental
transactions issue. The task force ex-.

- pects to complete its work in the near

future. .
- In addition to the foregomg obsta-

: .cles, because the U.S.-Government
-calculates the budget surplus on the

basis of cash receipts and disburse-
ments and calculates operating re-
sults for financial statement purposes
on the accrual basis of'accounting,
Treasury must, but currently cannot,
reconcile these two amounts in order
to fully explain to readers why the re-

statements and for the U.S. Govern-  identifying and eliminating transac- ported amounts differ.
Number of Ageneies with 5 |
“or Anticipating Unquallf'ed Audit Opinlons
for the Fiscal Years Indicated -
‘ (Of 24,agenc|es covered),
1991 1993 © ° 1996 1997 1008% . 1999* 2000*
1 ‘ 1 6 111 13 20 T 23**
*  Anticipated results :
** DOD does not antrcrpate an unqualified oplnron on its fi nanclal statements before the year 2003.
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Obstacles to an Unquallf' ied Oplnlon
of the Financial Statements
of the U.S. Government .
Loans,
Lo ' Accounts Pension, . ‘Intragovern-
- Property, Receivable Environ- - Health . Unrecon- - mental
' . ‘Plant and and Loan - -mental’ - and.Other : ciled Dis-. Transac- -

Entity ‘ Equipment Inventory Guarantees Liabllitles Liabilities bursements - . tions. . .
poo. . . X . X X X X X
E;dueatibn"l e "X X
HHS .. X X
HUD © T X X
';iTransportations s ' S
’(FAA) SRR CEY ‘ X
oPM | X
All other | X

The President's Budget for fiscal

1999 set as a goal an unqualified
_opinion on the U.S. Government's
“financial statements. The President
‘issued a Memorandum to the Heads
of Federal Agencies on May 26,
. 1998, advising them of the Admin-
istration's goal and dire¢ting them to
‘develop corrective action plans for
‘addressing obstaclés to achieving
‘the goal and to submit quarterly
progress reports. All named-agen-
cies submitted the required plans
and progress reports.

A team of senior managers from
the OMB, the Treasury, and the

. GAO met with senior agency offi-

cials to discuss agency plans and
prospects for successfully meeting

planned goals. The conclusion of the . -
team is that, while progress has been: - -
made since the March 1998 release

of the report on audit of the fiscal
1997 financial statements of the U.S.
Government, much remains to be
done in the areas presented in the
aforementioned exhibit.

The OMB, the Treasury, and the
GAO are monitoring agencies’ prog-
ress by (1) reviewing quarterly prog-
ress reports from all the agencies.
hsted in the. aforementxoned exhibit
on their progress in meetmg the goals-
and milestones ‘set out in the action”
plans required by the President's May
26, 1998, Memoranduni; (2) meeting
regularly with officials of those agen-
cies with the most formidable obsta-
cles to their progress in achieving
planned goals; and, (3) providing nec-
essary advice and assistance.
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Management Initiatives

. There is:no- more immediate man-
adgement challenge:facing the U.S.

Government and industry worldwide

than the impending shift of dates from
the year 1999 to the year 2000. The
Administration is committed to en-
suring that Federal agencies.meet the
challenges posed by the Year 2000

. (Y2K) computer problem. Since No-

vember, the U.S. Government has
made substantial progress toward fix-
~ ing the problem. As of February 12,
1999: :

»..Of the 6, 399 mission critical .
-systems, 79 percent are now fully
compliant, up from 61 percent in
December. These compliant sys-

.tems include systems that have
. been repaired or replaced as well

as those that were already compli-

ant.

» Ofthe remammg 1 354 mission

critical Systems that are not yet .

compliant, 966 (71 percent) are

being repaired, 270 (20 percent)

are being replaced, and 118 (9

percent) will be retired. ,

» Of the 4,130 mission critical

systems being repaired, 96 percent

have completed renovation, 87

percent have completed validation

and 76 percent have completed
implementation and are fully
compliant.

OMB, in cooperation with the Pres-
ident’s Council on Year 2000 Con-
version, continues to work closely
with individual agencies. Since De-
cember, most agencies have made

significant progress toward meeting

the governmentwide goals, although.

several agencies remain behind

- schedule. As:of February 12, 1999;

+ Five agencies (the Environmen-

tal Protection Agency, National .

-Science Foundation, Nuclear Reg-
ulatory ‘Comimission, Small Busi-
ness Administration and Social
Security Admmlstratlon) report

that their mission critical systems

are now 100 percent compliant.

» Three agencies (the U.S.

Agency for International Develop-
- ment, Department of Health and

Human Services and Départment

of Transportation) are not making -

adequate progress and have been
rated in Tier 1.

""Yweenr'2000 Status -
Mission Critical Systems

All Systems

Tier NI:

Tier I+

,Tler l:

‘ Systems Belng Repalred o
, Coo Y2K Assessment Renovatlon Valldation lmplementatlon

Agency Status Compliant . Complete COmplete Complete Complete
- NASA, FEMA, Education, R o L
OMB, HUD, Interior, GSA, VA, 96% .. - 100% .. 100% 99% .. . 96%.
~SBA, EPA, NSF, NRC, SSA . e '
Agrlculture Commerce, | ; | "
Defense, Energy, Justice, - 7% 100% .94% 83% 74%
Labor, State, Treasury '
U.s. Agency for Internatnonal :
Development, Health and 63% 100% 98% 79% 42%
Human Services,
Transportation

All agencies 79% 100% 96% 87% 76%




Agencies now estimate that, from
Fiscal 1996 through Fiscal 2000, they

« will spend $6.8 billion fixing the

problem, an increase from the Febru-
ary estimate of $6.4 billion. This in-
crease is not unexpected, and OMB
and the Congress continue to work

-+ closely with the agencies to ensure

that they have adequate funding

through allocations from the supple-
., mental contingent emergency re-

serve.
Whlle agencies expect that their

. mission critical systems will be ready

v by December 31, they also are devel-

oping business contmulty and contin-
gency plans (BCCPs) to ensure pro-
gram delivery in the event of a system
fallure or malfunctlon whether

DISCUSSION AND ANALYSIS.

within or-outside the agency. Addi-
tionally, those agencies that are
behind schedule are. emphas1zmg
completion of their remaining mis-
sion critical systems.

As agencies complete work on fix-
ing their mission critical systems,
they are now focusing on demon-
strating that programs and services,
especially those critical to public
safety, health and well-being, will be
operational. In addition, new guid-
ance from OMB will direct agencies
to work with other Federal agencies,

State and local governments, the pri-

vate sector, and others to assure the
readiness of 40 high-impact public
programs,

The Government Performance and

" Results Act (GPRA). makes U.S.

Gevernment agencies more account-
able by focusing managers and policy

makeérs on'agency performance.

" GPRA can fundamentally change

how the U.S. Government carries out

" its programs and makes funding deci-
" sions. GPRA requires Federal agen-
“cies to periodically develop
" long-range strategic plans and annu-

-ally prepare performance, plans and -

«« performance reports. The annual
+ plans set specific performance targets

for an agency's programs and activi-

~ ties. The combination of GPRA plans
' and reports introduces an unprece-
- dented degree of managerial and in-
' stitutional accountability for accom-

plishing program goals. Key to
achieving success is making the plans

useful to Congress, the Pre51dent
and agency management.

.In fiscal 2000, agencies will sub-
mit to Congress and the President the
first of their annual reports on pro-
gram performance. These reports,
covering fiscal 1999, will compare
actual performance to the perfor-

. mance target levels in the annual

plans for that year, and provide an

‘explanation for any goal not met.

‘With these reports, the first:phase of

‘GPRA implementation will be com-
- plete.

During ﬁscal 2000, agenc1es will
also be revising and updatmg strate-

‘gic plans for submission to Congress

and OMB by September 2000. All
GPRA plans and reports are publicly
available, and can often be found on
individual agency web sites.
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Our report was prepared under the direction of Gene L. Dodaro, Assis-
 tant Comptroller General, and Robert F. Dacey, Director, Consoli-
dated Audit and Computet Security Issues. If you have any questions,
o please contact me on (202) 512-5500 or them on (202) 5 12-3317.

- David M. Walker -

Comptroller General
of the Umted States
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Comptroller General
of the United States

Washington, D.C. 20548

B‘-282041'

The Pres1dent

The President of the Senate _

The Speaker of the House of Representatives

The 'Secretary of the Treasury, in coordination with the Director of

the Office of Management and Budget (OMB), is required to annu-

ally submit financial statements for the U.S. Government to the Pres-

ident and the Congress.! GAO is required to audit these statements.

This is our report on our audit of the financial statements of the U.S.
government for fiscal year 1998.2

In summary, significant financial systems weaknesses ‘problems

'~ with fundamental recordkeeping and financial reporting, incomplete
. documentatlon, and weak internal controls, including computer con-

trols, continue to prevent the government from accurately reporting a

‘ s1gmﬁcant portion of its-assets, liabilities, and costs. These deficien-
- cies affect the reliability of the accompanymg financial statements

and much of the related information in the 1998 Financial Report of

" the Unitéd States Governmierit; as well as the underlying financial in-

formation. They also affect the government’s ability to accurately

* measure the full cost and financial performance of programs and

manage its operations. Major problems mcluded the federal govern-
ment s inability. to: :

e ' properly account for and report (1) b1lhons of dollars of

“i property, equipment, matenals, and supphes and (2) certaln

S stewardshlp assets,

1'The Govemment Management Reform Act 6f 1994 requlres such reporting begin-
ning with financial statements prepared for fiscal year 1997

2 0ur report on the fiscal year 1997 financial stéftements is entitled Financial Audit:
1997 Consolidated Financial Statements of thé’ United States Government
(GAO/AIMD-98-127, March 31, 1998)
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» properly estimate the cost of most major federal credit programs and
the related loans receivable and loan guarantee liabilities;

- estimate and rehably report materlal amounts of env1ronmental and
disposal 11ab111t1es and related costs;

i + determine the proper amount of various reported liabilities, including
.. postretirement health benefits for military employees -accounts pay-
able, and other liabilities; ‘

- accurately report major portrons of the net cost of government opera-
tions; : '
. determine- the‘full‘ extent of improper payments that occur in major
. programs and that are estrmated to-involve billions of dollars annu-
ally, '

.+ ensure that all disbursements are pronerly recorded' and -

‘ 'f' ‘properly prepare the federal government S ﬁnanc1al statements in-
~ cluding balancmg the statements, accountmg for billions of dollars of
~ transactions between govemmental entities, and properly and consis-
tently comp111ng the 1nformat10n in the ﬁnanc1a1 statements.

Such deﬁc1enc1es prevented us. from being able to form an opinion on the
rehablllty of the accompanylng financial statements. These deficiencies
s1gn1ﬁcant1y impair the federal government’s ability to adequately safe-
guard assets; properly record transactions, and comply with selected pro-
visions of laws and regulatlons related to financial reporting. Addi-
tlonally, (1) serious computer security weaknesses expose the
.government’s financial. and other sensitive mformatmn to inappropriate
disclosure, destiiction, modification, and fraud, and critical operations to
disruption and (2) material control weaknesses affect the government’s
tax collection activities. Further, tests for compliance with selected pro-
visions of laws and regulations related to financial reporting disclosed

" material instances of noncompliance discussed latet in this report. Also,

~ the financial management systems of almost all agencies wte found not
to be in compliance with the requirements of the (Federal ?ﬂnanmal Man-
agement Improvement Act of 1996 ‘
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Our aud1t and the Inspectors General (IG) audlts of major component

agencies ’ financial statements for fiscal year 1998 continue to result in

- (1) an identification and analysis of deficiencies in the government’s

recordkeeping, financial reporting, anid control systems and (2) recom-
mendations to correct them. Fixing these problems represents a signifi-

* cant challenge because of the size and complexity of the government
and the discipline needed to follow’ sound financial management andre-

portlng practices.

In response to our report on the federal government’s fiscal year 1997 fi-
nancial statements, on which we also disclaimed an opinion, the Presi-
dent required heads of agencies with s1gmﬁcant financial management
deficiencies to submit corrective action plans to OMB. Further, the

Président has designated financial management reform as a top manage-
‘ment priority. Action is underway across government to.address the per-

vasive, generally long-standlng problems discussed in this report.

This report prov1des our (1) disclaimer of opinion on the government’s
fiscal year 1998 financial statements, (2) report on internal control, and
3 report on compliance with selected provisions of laws and regula-
tions related to financial reporting. It also presents information on the

‘Year 2000 computing'challenge and highlights certain long-term financ-

ing issues facing government. Our report provides illustrations of the

- identified material deficiencies. A more complete discussion of these is-
 sues may be found i in 1nd1v1dual agency reports The objectives, scope,

and methodology of our work are discussed in the appendix to this re-

~port. We provided a draft of this report to Department of the Treasury

and OMB officials, who expressed their commitment to address the defi-

. ciencies this teport outlines.. Our work was ‘done in accordance with
N _generally accepted government audltlng standards

DISCLAIMER OF OPINION

) ‘Because we were unable to. determlne the rehablllty of 51gn1ﬁcant por-

tions of the accompanying ﬁnanmal statements for the reasons described
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above, we are unable to, and we do not, express an opinion on the ac-

- companying financial statements for fiscal year 1998. However, we

were able to determine that certain amounts reported for environmental
and disposal liabilities are understated by a material amount.

Because of the serious deficiencies in the govemment s systems,
recordkeeping, documentation, financial reporting, and controls,
amounts reported in the financial statements and related notes do not
prov1de a reliable source of information for dec1s1on-mak1ng by the gov-
ernment or the public. These deficiencies also affect the reliability of in-

- formation contained in the accompanying Management’s Discussion and
“Analysis and any other financial management information—including

information used to manage the government day-to-day and certain bud-

- get information reported by agencies—which is taken from the same
data sources as the ﬁnanc1a1 statements.

Further -while we have not audited and do not express an opinion on the
Stewardshlp Information and Supplemental Information included in the
accompanying Financial Report, we noted certain material omissions re-
lated to the presentation of national defense assets and issues related to
the reconclhatlon of the results of operatlons to budget results, which are

: discussed below

Also, as discussed in’ note 14 to the financial statements the govemment
adopted certain accounting standards in’ fiscal year 1998, pnmarlly re-
lated to reporting national defense assets, ‘which 1nclude major weapons

systems, as part of Stewardshlp Informatlon L

Materlal Deficlenmes

P .
. B Py
b -

The following sections'fdescribe material deficiencies we identified and

discuss their effects on the financial statements and the management of
government operations. Each of these deﬁc1enc1es constltutes a material
weakness in 1nterna1 control. 3 ' ' -

3A material weakness is a condmon in whlch the design or operation of one or more of the in-
ternal control components does not reduce to a relatively low level the risk that misstatements
caused by errors, fraud, or noncompliance in amounts that would be material to the financial
statements may occur and not be detected on a timely basis by employees in the normal course
of performing their duties.
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March 31,1999

The President . .
- The President of the Senate .
The Speaker of the House of Representatives

| S Implementatlon of i 1mportant leglslatlve reforms is underway to pro-

© mote greater accountability in managing the finances of our national

: ‘ ' govemment These reforms include requirements for. annual audited

financial statements for 24 major departments and agencies as well as

‘ preparatlon of the ﬁnanc1a1 statements of the U.S. government, which
GAO s requlred to audit. The report on our-audit of these ﬁnanc1a1
statements for fiscal year 1998 is enclosed.

, These financial reporting requlrements are promptmg steady improve-
: ments in federal financial accountablhty, and there has been progress
toward meetlng the related legislative objectives. At the same time,
several major departments are not yet able to produce andltable finan-
cial statements on a consistent basis. There are maj or obstacles to
overcome, both-at the agency level and in: preparlng rehable financial
statements for the U.S: govemment Pt 5

s
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The executlve branch recognlzes the extent and seventy of the finan-
cial management deﬁcrencres and that addressing them will require
concerted improvement efforts across government The administra-
tion has set goals for completing timely audits and receiving unquali-
fied opinions for individual agencies as well as the financial state-

sendea
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| ments of the U. S government With a concerted effort the federal

government, as a whole, can contmue to make progress toward
achieving accountablhty and generatmg teliable financial and manage-
ment information on a regular basis. Annual financial audits represent
an important means to assure continued progress in connection with
improving federal financial management.

While obtaining unqualified “clean” audit opinions on federal finan-
cial statements is an important objective, it is not an end in and of it-

~ self. The key is to take steps to continuously improve internal controls

and underlying financial and management information systems as a

‘means to assure accountability, increase the economy, improve the ef-

ficiency, and enhance the effectiveness of government.  These systems
must generate timely, accurate, and useful information on an ongoing
basis, not just as of the end of the fiscal year. -

Reliable financial information is essential for analyzmg the govern-

ment’s financial condition and helping inform budget deliberations by
prov1d1ng additional information beyond that provided in the budget.
The budget of the federal government is primarily formulated on a
cash basis which also is- generally the basis for calculating the annual

’budget surplus or deficit. The financial statements are prepared gener-

ally on the accrual basis of accountlng The most significant differ-
ence is the timing of recognition and measurement of revenues and

. costs. Accrual information can be used with budgetary information to

prov1de a valuable perspectlve on the costs of agency programs and
the govemment s assets and long-term commitments.

‘We appreciate the cooperatlon and assistance we received from the

Chief Financial Officers and Inspectors General throughout govern-

- ment, as well as Department of Treasury and Office of Management

and Budget officials, in carrying.out our responsibility to audit the
government’s financial statements. We look forward to continuing to
work with these officials and the Congress to achieve the goals and

: Ob_] ectlves assomated w1th ﬁnanc1al management reform
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- General Property, Plant= and Egurpment and Inventories
"_and Related Property

The federal govemment—-one of the world’s largest holders of physi-
~ cal assets—does not have adequate systems and controls to ensure
the accuracy of information about the amount of assets held to sup-
port its domestic and global operatrons A ma_]orlty of the $466 bil-
Tlion of these reported assets is not adequately supported by financial
and/or logistical records. Assets that are not adequately supported in-
, clude (1) buildings, structures, facilities, and equlpment
' (2) various governrnent—owned assets that are in the hands of private
sector contractors, and (3) operatlng materials and supphes '
comprised largely of ammunition, defense repairable itéms (such as
“navigational computers, landing gear, and transmlssrons), and other
military supplies:” Also, the government cannot ensure that all assets
~are reported. Further, national defense asset unit information re-
ported as "Stewardship Information was incomplete because it did not
~ include major national defense support equipment, such as
uninstalled engines, and national defense assets held by some mili-
¥ tary units were not reported e X

e (S

1L

y Because the government lacks complete and rehable 1nformat10n to
support its asset holdrngs it could not satrsfactonly determlne that all
assets were included in the financial statements, verrfy that reported

assets actually exist, or substantlate the amounts at. which they were

valued. For example perrodrc physrcal counts have shown that prop-

erty records contain 51gn1ﬁcant error rates. Further weak controls

; srgmﬁcantly 1mpa1r the govemnent 'S abrhty to detect and mvestrgate
- fraud or theft of assets.. Also deferred malntenance 1nformat10n was
“not reported ENTS

Accurate asset 1nformat10n is necessary for the govemment to (1)
know the assets it owns and their location and condition, (2) safe-
guard its assets from physrcal detenoratlon, theft or loss, (3) account
for acquisitions and disposals of such assets, (4) prevent unnecessary
storage and maintenance costs or purchase of assets already on hand,

~ and (5) determine the full costs of government programs that use
these assets. .
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Loans Receivable and Loan Guarantee Liabilities

Most federal cred1t agencies responsible for federal lendlng programs were
‘unable to properly estimate the cost of these programs in accordance with
federal accounting standards and budgetmg requirements. As of the end of
fiscal year 1998, the government reported $167 billion of loans receivable
and $38 billion of liabilities for estimated losses related to estimated future

~ defaults of guaranteed loans. However, the net loan amounts expected to

be collected and guarantee amounts expected to be paid could not be rea-
sonably estimated because of a lack of adequate historical data or other ev-
idence. Rehable 1nformat10n about the cost of credit programs is impor-
tant in- supportmg annual budget requests for these programs, making
future budgetary decrsrons managing program costs, and measuring the
performance of credrt activities. Federal credit programs include direct
loans and loan. guarantees for farms, rural utilities, low and moderate in-
‘come housrng, small businesses, veterans’ mortgages and student loans.

Enwronmental and Dlsposal Liabilities

L1ab111t1es for remed1at1on of env1ronmental contamination and disposal of
hazardous waste, reported at $225 billion, were materially understated by

- at least tens of billions of dollars primarily because no estimate was re-

ported for environmental and disposal liabilities associated with certain

major weapons systems such as aircraft, missiles, ships and submarines,
and for ammumtlon Further, only a'small portion of the total cost, esti-
mated to be over $10 billion, to remove unexploded ordnance from train-

‘ing’ ranges has been reported. Additionally, 51gn1ﬁcant portions of the

o government’s reported hablhty for environmental management and legacy
“waste related to nuclear weapons development lacked adequate support,
“ were not complete, and did not refléct material changes in cleanup scope,

costs, or schedules. Properly stating these liabilities and improving inter-
nal controls supportmg the process for their estimation could assist in de-
tenmmng pnonnes for cleanup and dlsposal activities and allow for appro-
priate consideration of future budgetary resources needed to carry out
these act1v1t1es
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L1ab111t1es

Adequate systems and cost data were not avarlable to accurately esti-
mate the reported $223 billion military postretirement health benefits li-

- ability included in federal employee and veteran benefits payable. In-

formation used to develop such estimates did not include the full cost of

) prov1dmg health care benefits. Also, some agencies do not maintain
adequate records or have systems to ensure that accurate and complete

data were used to estimate’a repoited $90 billion of accounts payable

- and a'reported $155 billion in other liabilities. For example, a liability

was ‘not reported for certain amounts owed to contractors that, under the
terms of the contracts, were held by the govemment pendmg the accep-
tance of goods or services. Further, the government was unable to pro-

“vide adequate information to determine whether commitments and con-
h tlngencles were complete and properly reported These problems

51gmﬁcantly affect the determination of the full cost of the govern-

~ ment’s current operations, the value of its assets, and the extent of its li-
) ab111t1es C

Cost of Government Operatlons N

The government was unable to support srgmﬁcant portlons of the more
than $1.8 trillion reported as the total net cost of government opera-
tlons The previously discussed material deficiencies in reporting assets
and liabilities and the lack of effective. cash drsbursement reconcilia-

~ tions, as discussed below, affect reported net costs. Further, we were
- unable to determme whether the amounts reported in the 1nd1v1dual net
- cost categones on the Statement of Net Cost and inthe. subfunctlon de-
tailin Supplemental Informatlon were properly classified. ‘Accurate
+:+ cost information is important to the federal government’s ablhty to con-
~ trol and reduce costs, assess performance evaluate programs and set
£ fees to recover costs' where requlred :
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Improper Payments

The government is unable to determine the full extent of improper
payments—that is, payments made for other than valid; authorized
purposes. Across government, lmproper payments occut in a variety

of programs and activities, including those related to contract manage- -

ment, federal financial assistance, and tax refunds. Reported esti-
mates of improper payments total billions of dollars annually. Such
payments can result from incomplete or inaccurate data used to make
payment decisions, insufficient monitoring and oversight, or other de-
ficiencies in agency information systems and weaknesses in-internal
control. The risk of improper payments is increased in programs in-
volvmg (1) complex criteria for computing payments, (2) a significant
'volume of transactions, or (3) an emphasis on expediting payments.
The reasons for improper payments range from madvertent errors to

* fraud and abuse.

The full extent of improper payments, however, is unknown because
many agencies have not estimated the magnitude of improper pay-
ments in their programs, nor have they considered this issue in their
annual performance plans. The use of appropriate performance mea-
sures relating to improper payments.can provide management focus

- onreducing related losses. For example, the Department of Health
- and Human Services (HHS) has reported a national estimate of im-
.. proper payments in its Medicare fee-for-service benefits since fiscal

year 1996. For fiscal year 1998, the Department reported estimated
improper payments of $12.6 billion, or more than 7 percent, of

- Medicare fee-for-serv1ce benefits—down from about $20 billion, or
- 11 percent, reported for fiscal year 1997 and $23. 2 billion, or 14 per-
- cent, for fiscal year 1996. Analysis of i improper Medlcare payments

helped lead to the implementation of several initiatives intended to re-
duce improper payments. Annual estimates of i improper payments in
future audited financial statements will provide information on the
progress of these initiatives.

PR11%11 M e R T
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Cash Disbursement Activity

Several maJ or agencies are not effectively reconciling cash disburse-
ments. These reconciliations are intended to be a key control to detect
and correct errors and other misstatements in financial records in a
timely manner—similar in concept to individuals reconciling personal
checkbooks with a bank’s records each month. There continued to be
billions of dollars of unresolved gross differences between agencies’
and Treasury records of cash disbursements as of the end of fiscal year
1998. ‘As a result, the government is unable to ensure that all dis-
bursements are properly recorded. Improperly recorded disburse-
ments could result in misstatements in the financial statements and in
certain data provided by agencies for inclusion in the President’s bud-

: get concemlng fiscal year 1998 obhgatlons and: outlays

Prenaratlon of Financial Statements

The government does not have sufﬁc1ent systems, controls, or proce-
dures to properly prepare financial statements for the U.S. govern-
ment. Such deficiencies, described below, impair the government ]
ability to (1) properly balance the government’s financial statements
and account for billions of dollars of transactions between governmen-
tal entities, (2) properly and consistently compile the information in
the financial statements, and (3) effectively reconcile the results of op-
erations reported in the financial statements with budget results.

Unreconciled Transactions. To make the financial statements bal-
ance, Treasury recorded a net $24 billion item on the Statement of Op-

_erations.and Changes in Net Position, which it labeled unreconciled
- transactions. Treasury attributes this net out-of-balance amount to the
~ government’s inability to properly identify and eliminate transactions

between federal government entities and to agency adjustments that

- affected net position...Certain intragovernmental accounts do not rec-

oncile by a total of more than $250 billion.

Agenmes accounts can be out of balance wrth each other for exam-
ple, when one or the other of the affected agencies does not properly
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record a transaction with another agency or the agencies record the trans-
actions in different accounting periods. These out-of-balance conditions
can be detected and corrected by instituting procedures for reconciling
transactions between agencies on a regular basis and in a timely manner.
Generally, such reconciliations are not performed. These unreconciled
transactions result in materlal misstatements of assets, liabilities, revenues,
and/or costs.

Financial Statement Compilation. The federal government cannot ensure
that the information in the financial statements of the U.S. government is
properly and consistently compiled. To prepare the federal government’s
financial statements, about 70 agencies submit data to Treasury on approx-
imately 2,000 separate reporting components, each having many account
balances.. However, several major agencies were unable to provide assur-
ance that all agency amounts included in these financial statements recon-
ciled with their agency financial statements. In addition, material adjust-
ments and reclassifications were required to (1) make the financial
statements more consistent with agency financial statements, (2) correct
identified inconsistencies in reporting similar transactions, (3) conform

~ footnote information to related financial statement line items, and (4) re-

cord other audit adjustments

. These problems are compounded by the substantial volume of information

submitted and limitations in the federal government’s general ledger ac-
count'structure. As-a result, additional misclassifications and misstate-
ments in the government’s financial statements could exist.

- Reconciling the Results of Operations With Budget Results. The federal
-government did not have a:process to obtain information to effectively rec-

.oncile the reported. $134 billion excess of net cost over revenue and a re-

. ported unified budget surplus.of $69 billion. Consequently; it could not

identify all of the items needed to reconcile these amounts. Certain differ-
ences are expected to'occur because the financial statements of the U.S.
government are prepared.on the accrual basis in accordance with federal
accounting standards, which is a different basis than the budget Under ac-
crual accounting, transactions are reported when the events giving rise to
the transactlons occur, rather than when cash is received or paid. By con-
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~ trast, federal budgetary reporting is generally on the cash basis in accor-
- dance with accepted budget concepts and policies. -

— 1

- Beginning in fiscal year 1998, major agencies were required by federal ac-
‘counting standards to reconcile their reported net costs to budget informa-
tion, which could provide a basis for preparing the reconciliation in the
1998 Financial Report of the United States Government. However, signif-
icant amounts reported in certain agency reconciliations, including un-

: llquldated obligations and certain other budget information, lacked ade-

= ‘ quate supporting information and may be unreliable. For example, signifi-
cant weaknesses in Department of Defense (DOD) systems and controls
resulted in reported obligations incurred that may have exceeded available
budget authority for certain appropriations. Further, significant amounts

.of Defense transactions were not applied or'were incorrectly applied to
specific budget appropriations, which could misstate certain reported bud-
get information. -Once the federal government produces reliable financial
statements, an effective reconciliation could help provide add1t10na1 assur-
ance of the rellablhty of budget results. :

INEF FECTIVE INTERNAL CONTROL

LR

il

Becausc of the effects of the material weaknesses discussed below, the

~ federal government has not maintained effective internal control to ensure
that (1) transactions are properly recorded, processed, and summarized to
perm1t the preparatlon of financial statements and stewardship information
in accordance with federal accounting standards, and assets are safe-
guarded against loss from unauthorized acquisition, use, or dlsposmon and
~(2) transactions are executed in accordance with laws governing the use of
budget authority and with other laws and regulations that could have a di-
rect and material effect on the financial statements and other laws, regula-
tions, and govemmentvnde policies identified by OMB Bulletin 98-08.*
Ind1v1dual agency ﬁnanc1al statement audit reports describe the effects of

N IARES

e WL

4 OMB Bulletin 98-08, Audit Regu:remgnts for Federal Fmanc1a1 Statements, August 24, 1998,
as amended January 25, 1999.
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such weaknesses on specific agehcies and identify additional internal con-
trol weaknesses, some of which are material to individual agencies.

In addition to the material weaknesses related to the deficiencies discussed
in our disclaimer on the financial statements, we found that (1) widespread
and serious computer control weaknesses affect virtually all federal agen-
cies and significantly contribute to many of the material deficiencies dis-
cussed above and (2) materlal control weaknesses affect the government’s
tax collection activities. Due to.the deficiencies noted throughout this re-
port, additional material weaknesses may exist that have not been reported.

| Computer Secun;v_ Weaknesse

Contmulng serious and w1despread computer secunty weaknesses are
placing enormous amounts of federal assets at risk of fraud and misuse, fi-
nancial information at risk of unauthorized modification or destruction,
sensitive information at risk of inappropriate disclosure, and critical opera-
tions at risk of disruption: Significant computer secutity weaknesses in
systems that handle the government s unclassified information have been
reported in each of the major federal agencies. The most serious reported

_problem is inadequately restricted access to sensitive data. Other types of

weaknesses pertain to not adequately segregating duties to help ensure that
people do not conduct unauthorized actions without detection, preventing
unauthorized software from be1ng 1mp1emented and m1t1gat1ng and re-
covering from unplanned 1nterrupt10ns in computer service. In today’s
highly computerlzed and interconnected environment, such weaknesses
are vulnerable to explo1tat10n by out51de 1ntruders as well as authorized us-
ers with mal;cmus intent.

The consequences of computer SECurity weaknesses could be devastating

- and costly—for instance, placing billions of 'dollars of payments and col-

lections at risk of fraud ‘and impaiting military operations.Also, identified
weaknesses at federal entities such as the Internal Revenue Service (IRS),
the HHS’s Health Care Financing Administration, the Social Security Ad-
ministration (SSA), the Department of State, and the Department of Vet-
erans Affairs place tax, medical and other sensitive records at risk of unau-
thorized disclosure, modification, and destruction.

s
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The government cannot estimate the full magnitude of actual damage and
loss resulting from federal computer security weaknesses because it is
likely that many such incidents are either not detected or not reported.

However, GAO and agency reviews and documented 1nc1dents such as the

following, illustrate the potential for negative impacts.

« Attackers have accessed systems and stolen, modified, and destroyed
both data and software at DOD and shut down entire systems.

"+ We have been successful, as part of computer security reviews, in
readily gaining unauthorized access to systems that would allow in-
truders to read, modify, or delete data for whatever purpose they had
in mind. Tests by agenmes have revealed srmllar results

. SSA’s IG has reported cr1m1nal conv1ct10ns 1nvolv1ng SSA employees,

most of which involved creating fictitious identities, fraudulently sell-
" ing SSA cards, misappropriating- refunds, or abusing access to confi-
 dential information. ‘,

« IRS has identified incidents of employees browsmg taxpayer data and
‘ 1nappropr1ately usmg other systems contalnmg taxpayer data.

| 'GAO and the IGs have issued numerous reports. that 1dent1fy information

security weaknesses in the federal government and made recommenda-

tions to address them. Also, GAO has reported 1nformat1on security as a
high-risk area across government since February 1997.5 Agencies need to
fully institute a framework for assessing risk and ensuring that necessary

: p011c1es and controls are in place and remain effectlve on an ongoing ba-

sis.
Tax Collectlon Activities

‘ The federal government continues to have matenal weaknesses in controls
related to itstax collection activities, which affect its ab111ty to efficiently-

-and effectlvely account for and collect the government’s revenue. This sit-
uation results in the need for extensive, costly, and time-consuming ad hoc

5 High-Risk Series: AnU date (GAO/HR-99§‘1, January 1999), High-Risk Series: An Overview
(GAO/HR-97-1, Fel%ruary 1997), and High-Risk Series: Information Management and Technol-
08y (GAO/HR-97-9, February 1‘5{97)
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programming and analysis, as well as material audit adjustments, to pre-
pare basic financial information—an approach that cannot be used to pre-
pare such information on a timely, routine basis to assist in ongoing deci-
sion-making Additionally, the severity of the system deficiencies that
give rise to the need to resort to such procedures for financial reporting
purposes, as well as deﬁc1ent physical safeguards result in burden to tax-
| ' - payers and lost revenue. :

| Serious financial management system deficiencies continue to affect the
federal government’s ability to effectively manage its taxes receivable
and other unpaid assessments.’ The lack of appropriate subsidiary systems
to track the status of taxpayer accounts affects the government’s ability to
make informed de01s1ons about collection efforts. This weakness has re-
sulted in the government pursuing collection efforts against individual tax-
payers who had already paid their taxes in full. The federal government
also continues to be vulnerable to loss of tax revenue due to weaknesses in
preventive controls over disbursements for tax refunds. The government
does not perform sufficient up-front verification procedures to ensure the
wvalidity of amounts claimed by taxpayers as overpayments prior to making
disbursements for refunds. Additionally, delays in recording tax amounts
owed result in lost opportunities to retain or offset overpayments made by
a taxpayer for one period to collect on outstanding amounts owed for an-
other period, resulting in lost revenue. Finally, serious deficiencies in
physical controls over cash, checks, and sensitive data received from tax-
payers increase both the government’s and the taxpayers’ exposure to

: : losses and increases the risk of taxpayers becoming victims of crimes
; = ’ committed through identity fraud. ~

~oar=Et 1 ST e

i;;f.‘ , _ ‘ o 6 Other unpaid asséssmeﬁts consist of amounts for which ( 1) neithér the taxpayer nor a court has
i ' affirmed are owed or (2) the government does not expect further collectlons due to factors such
. as the taxpayer’s death, bankruptcy, or insolvency.
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NONCOMPLIANCE WITH
CERTAIN LAWS AND REGULATIONS .

Our objective was not to, and we do not, express an opinion on overall

- compliance with laws and regulations. Tests for compliance with selected
provisions of laws and regulations related to financial reporting disclosed
that, as discussed earlier, the federal government makes improper pay-
- ments in major programs such as Medicare. Additionally, as described be-
- low, we noted that federal systems do not substantially comply with fed-
eral financial management systems requirements. We caution that
noncompliance other than that discussed in 6ur report may occur and not
- be detected by these tests and that our limited testing may not be sufficient
for other purposes. Further, the scope of our tests was limited by the ma-
terial deficiencies discussed above. Other instances of noncomphance

~ some of which are material to individual federal agencies, are reported in

the individual agency financial statement audit reports.

Noncomphance w1th the Federal F1nanc1a1 Management Improvement Act
~ 0f 1996 R ,

- The Federal Financial Management Improvement Act (FFMIA) of 1996
~ requires audltors performmg financial audits to report whether agencies’
financial management systems. comply substantlally with federal account-

. .ing.standards, financial systems requirements, and the government’s stan-

dard general ledger at the transaction level. For fiscal year 1997, agency
ﬁnanc1a1 auditors. reported. that 20 of 24 major agencies’ financial systems
did not comply with the Act S requlrements Similar results are expected
for fiscal year 1998. Noncomphance with FF, MIA, wh1ch we further dis-
cuss in our report, Financial Management: Fe‘der | Financial Management
Improvement ‘Act Results for Fiscal Year: 1997 (GAO/AIMD-98-268, Sep-
- tember 30, 1998), is indicative of" the overall contlnulng poor condition of
agency ﬁnanclal systems : DRI

The maJ onty of federal agenc1es ﬁnanc1al management systems do not
meet systems requirements and cannot prov1de reliable financial informa-
tion for managing day-to-day govemment operations and holding manag-
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ers accountable. For many agencies, the preparation of financial state-
ments requires considerable reliance on ad hoc programming and analysis
of data produced by inadequate financial systems that are not integrated,
reconciled, and often require significant adjustments. For example, the

- DOD Inspector General reported that the Department recorded more than

$1.5 trillion in adjustments to component financial statements that were
not supported by adequate audit trails or sufficient evidence to determine
their validity. The significant financial management deficiencies dis-
cussed throughout this report underscore the challenge

YEAR 2000 COMPUTING CHALLENGE

The federal government—with its widespread dependence on la.rge—scale

_ complex computer systems to deliver vital public services and carry out its

massive operations—faces an especially enormous and difficult task. Un-
less adequately confronted, Year 2000 computing challenges could lead to
serious disruptions in key federal operations, ranging from national de-
fense to benefit payments to air traffic management. Consequently, in
February 1997, GAO designated the Year 2000 computing challenge
across govemment as a high-risk area.

- Inresponse to a growing reCognltlon of the challenge and urging from

congress1onal leaders and others, the administration strengthened the gov-
ernment’s Year 2000 preparation. In February 1998, the President took a

‘major step in establishing the President’s Council on Year 2000 Conver-
‘sion. He established the goal that no system critical to the federal govern-
- -ment’s mission experience disruption because of the Year 2000 challenge,

and charged agency heads w1th ensurmg that this i issue receives the highest
pr10r1ty attentlon ' :

GAO has 1ssued over 90 reports and testlmony statements detalhng spe-
cific findings and made well over 100 recommendations related to the
Year 2000 readiness of the government as a whole and of a wide range of
individual agencies. In addition, to help agencies mitigate their Year 2000

“risk, we produced a series of guides on Year 2000 readiness, business con-
tinuity and contingency planning, and testing. i
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- While much has been accomphshed in addressing the Year 2000 chal-

lenge, risks remain. Our reviews of federal Year 2000 programs have
found uneven progress; some major agencies are behind schedule. Com-

- plete and thorough Year 2000 testing is essential to providing reasonable

assurance that new.or modified systems will be able to process dates cor-

. rectly and not jeopardize agencies’ ability to perform core business opera-
- tions. Moreover, adequate business continuity and contingency plans

must be successfully completed throughout government.

FINANCIAL STATEMENTS AND BUDGET DECISIONS

| ADDING THE LONG—TERM PERSPECTIVE

- A view of the long-terrn sustainability of fiscal pohc1es can assist
By decisionmakers in considering the government’s financial pos1t10n and
- making decisions about resource allocation.--Such a view requires projec- )
- tions of spending and revenues into the future. In this context, the sover- ;
.. .eign power to.tax and the commitments of social insurance pro- 5
... grams—such as Social Secunty and Medicare—must, be cons1dered .

Cormmtments for the Somal Secunty and Medlcare programs are included

~inthe Stewardshrp Informatlon accompanying the financial statements.

The government’s 75 year estimates of the present value of expenditures
in excess of contributions for the Social Security (Old Age Survivors and
Disability Insurance (OASDI)) and Medicare (Part A) programs amounted
to $3.8 trillion and $4.0 trillion, respectively, as of September 30, 1998.
The government’s projections also indicate that Social Security and health

- care costs will absorb an increasing share of the federal budget.

In fiscal ; year 11998, Social Securlty trust funds surpluses of $99 billion off-

s - seta $30 billion deficit in the rest of the budget resulting in the $69 bil-
~**lion unified budget surplus “However, as discussed in the accompanying

Stewardshlp Informatlon using the government’s best estimates as of Sep-

* “tember 30, 1998; cash’ disbursements of the Social Securlty trust funds
“ (OASDI) are expected t0 exceed cash receipts beginning in fiscal year

2013. Cash disbursements of Medicare’s Hospital Insurance Program
(Part A) have exceeded receipts for several years.
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‘When receipts exceed disbursements, trust funds invest the surplus in

Treasury securities, which are assets to the trust funds and liabilities to the
Treasury. As disclosed in note 9 and 17, both the investments and liabili-
ties, which amounted to $1.8 trillion at September 30, 1998, are netted out
in the accompanying financial statements.

Expected cash shortfalls in the trust funds will require them to redeem
their investments in Treasury securities. When this occurs, the govern-
ment must fund these redemptions through use of future surpluses if avail-
able, lower relative spending for other federal programs, higher relative
taxes, and/or greater relative borrowing from the public. Further, under
the government’s September 30, 1998 projections, absent any program or
financing change, the Medicare Part A Trust Fund and Social Security

trust funds will exhaust their Treasury security holdlngs in 2008 and 2032,

respectlvely

- There is general recognition that the Socral Securlty and Medicare Hospi-

tal Insurance (Part A) programs require changes from their current form.
This is why today various proposals are being considered to deal with the
long-term solvency and sustainability of these two programs. The fact that
Medicare is already drawing down its Treasury securities holdings, and
that it is expected that Social Security will need to do so in less than 15
years, hlghhghts the importance of acting soon in order to avoid more dra-

We are working with OMB, the Treasury, and other‘ageﬂcies across gov-

cited in our audit. Consrderable effort is now belng exerted to address the ,
problems, and several agencies, such as SSA, have made good progress to- ’
ward achlevmg financial management reform goals. We have designated
the ‘most serious situations as high-risk, mcludmg financial management at
DOD, IRS; the Forest Service, and the Federal Aviation Administration, as
well as information security and the Year 2000 challenge.
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In addition, the continued coordinated efforts of Treasury and OMB will
be required to provide solutions for certain governmentwide deficiencies,
such as the inability to propetly identify and eliminate transactions be-
tween federal entities and the compilation of the financial statements. We
will continue to provide suggestions for resolving governmentwide prob-

lems and to evaluate progress in overcoming them.

David M. Walker
-~ Comptroller General
of the United States

. March 19,1999
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APPENDIX - APPENDIX

OBJECTIVES SCOPE AND METHODOLOGY

The federal govemment is respons1b1e for

» ‘preparing the annual financial statements accurately and in conformity
with the basis of accountmg described in note 1 to the financial state-
ments;

. establishing-, maintaining, and assessing internal control to provide
reasonable assurance that the broad control objectives of the Federal
Managers’ F1nanc1al Integnty Act (FMFIA) are met and

. complylng with apphcable laws and regulatlons

‘ Our objective was to audit the fiscal year 1998 ﬁnanclal statements.

The Government Management Reform Act expanded on the requirements
of the CFO Act by requiring that the IGs of 24 major federal agencies an—
nually audit agencywide financial statements prepared by these agencies.®
Our work was performed in close coordination and cooperation with the
IGs to achieve our joint audit objectives. This work included separate
GAO audits of certain material agency components as discussed below.
Our audit approach focused on the Departments of the Treasury, Defense,
and Health and Human Services and the Social Security Administration.
These agencies comprise a major portion of the amounts reported in the
federal government’s financial statements. At other federal agencies, we
focused largely on accounts that are material to the financial statements.

. Additionally, for certain agencies; information has been included in these
financial statements but the agencies have not, at this date, finalized their
~individual financial statements for fiscal year 1998. Therefore, we were

7 The FMFIA reqlllures agency managers to evaluate and rgport annually 1o the President and
the Congress on the adequacy of their internal controls and accounting systems and what is

being done to correct the problems.

8 GMRA authorized OMB to designate agency components that also would receive a financial
statement audit.
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unable to determine the reliability of the amounts included in the accom-
panying financial statements for these agencies. We performed sufficient
audit work to provide our report on the financial statements, internal con-
trol, and compliance with laws and regulations.

- We separately audlted the followmg material agency components.

.+ We audlted and expressed an unqualrﬁed op1n10n on the IRS State-
. ment of Custodial Activity for fiscal year 1998. IRS was able to reli-
ably report on the results of its custodial activities, including nearly
- $1.8 trillion of tax revenue, $151 billion of tax refunds, and $26 bil-
- lion of net federal taxes receivable. However, we issued a qualified
opinion on the IRS administrative balance sheet, disclaimed an opin-
ion on its administrative statements of het cost, changes in net posi-
tion, budgetary resources, and ﬁnancmg, and reported numerous
material internal control weaknesses

i 1
S 5 S

'« We audited and expressed an unquahﬁed opinion on the Schedule of

* Federal Debt Managed by Treasury’s Bureau of the Public Debt for

" the fiscal year ended-September 30, 1998.'° This schedule reported
(1) $3.7 trillion of federal debt held by the public comprising individu-

* als, corporations, state or local governments, the Federal Reserve Sys-

tem, and foreign governments and central banks, (2) $1.8 trillion of

federal debt held by federal entities, such as the Social Security trust

funds, and (3) $243 brlllon of 1nterest on federal debt held by the pub-

lic.

R 190 11 S

T

1]

-« We performed audrt procedures on cash balances nialntained and in-
“ternal controls over: the cash recelpts and d1sbursements processed by
Treasury on ‘behalf of the federal government. We' prov1ded the re-

. sults of our work to the Treasury Office of Inspector General for

| & ? Financial Audit; IRS’ Fiscal Year 1998 Fmancral Statements (GAO/AIMD -99-75, March 1,
r 5 : 1999).

: ; - ' 19 pinancial Audit: Bureau of the Public Debt’s Fxscal Years 1998 and 1997 Schedules of
B P 5 Federal Debt (GAO/AIMD-99-70 March 1 1999) ’ v
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consideration in its audit of Treasury’s fiscal year 1998 departmentwide
financial statements.

+ We audited and expressed unqualified opinions on the December 31,
1997, financial statements for the funds administered by the Federal
Deposit Insurance Corporation (FDIC), including the Bank Insurance

Fund; the Savings Association Insurance Fund, and the FSLIC Resolu-

. tion Fund."' In addition, we performed audit procedures and tests of
internal controls for cash, investments, and other material balances of
the funds administered by FDIC as of September 30, 1998. '

At the 24 CFO Act agencies and other agencies, we reviewed the fiscal
year 1998 financial statement audits performed by the IGs or their contrac-
tors and, for certain agencies, assisted in the development of audit plans
for fiscal year 1998 audits. Financial statements and audit reports for

these agencies provide additional information about the operations of each

of these entities. For example, these audits have identified numerous in-
ternal control and accounting systems weaknesses and noncompliance,
some of which are material to.the respective agencies or components. Fur-
ther, as of the completlon of our field work on March 19,1999, 15 of the
24 CFO Act agencies had received audit opinions or disclaimers on their
fiscal year 1998 financial statements. Of the 15 agencies, 7 received un-

~qualified opinions. These agencies are the

- Social Security Administration,

Department of Labor,
General Services Administration,

- National Science Foundation,
- National Aeronautics and Space Administration,

Nuclear Regulatory Commission, and
F ederal Emergency Management Agency

11 Financial Audit: Federal Deposit Insurance Corporation’s 1997 and 1996 Financial State-
ments (GAO/AIMD-98-204, June 29, 1998).
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Statement
of Operations
and Changes

in Net Position

. This Statement reports the results of Gov-
emment operatlons. This includes revenues
pr1nc1pally generated by the Government’s
..sovereign power to tax, levy duties, and as-
sess fines and penalties. The statement covers
the net cost of Government operations, net of
revenue earned from the sale of goods and .
services to the public. It also includes any ad-
justments and unreconciled transactions that

‘ affect the net posmon '

Revenue - ‘
The main source of revenue
for Government operations con-

sists of taxes and. other-revenue
the Federal Government gener-

ates under its:sovereign powers .
- or receives:by:donation. ..
#Individual-income:tax and -

tax withholdings” consist of

Federal income taxes;.and.So-

cial Securlty and Medicaré
taxes, net.of refunds...- -
“Miscellaneous: eamed reve-

nue” consists of earned reve--
. nues'received fromthe public

with virtually. no associated

cost. This'category includes -

revenues generated from spec-
trum auctions and rents and roy-
alties on the Outer Contmental

--Shelf Lands.

Net Cost
of Government
Operations

The Statement of Net Cost
presents the “Net cost of Gov-
ernment operations,’ * which'is”

o gross ‘cost mmus earned reve- -

Unreceﬁcite’d'

k Transac |ons

; “Unreconc1led transactlons

' .‘ are adjustments made to balance
:;the change in Net Position.

-Net Posmon—
Begmnmg of Perlod

The “Net: posmon—begm-

ning of perlod” reflects the net

'
Coda

" Prior Period 'Aavjﬁ's"t'ménts

“Changes in accounting princi-
ples” is the retroactive effect of ap-
plylng new Federal Fmanclal Ac-
_counting Standards

' “cher adJustrnents” are revnsmns‘

' “to cerrect the beginning net posi-
tlon

_ Net Posﬂion-—
End of Period

‘ThlS amount reflects the net posi-
tion on the current year’s Balance
Sheet.
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Statement

of Net Cost

This statement reports the net cost
of fiscal 1998 Government opera-
tions. It also shows the cost to carry
out national priorities as determined
by law. ‘

It also categorizes costs by major
function. It presents costs in much
the same way as does the budget, ex-
cept that costs are allocated to func-
tions based on accounting standards.
Thus, this statement reports costs on
an accrual basis and allocates them
differently than the budget. For ex-
ample, this statement allocates the
cost of pensions and retiree health

benefits among all the functions that
employ workers. The budget catego-
rizes pension payments to retirees as
a subfunction, found under “Income
security.” The budget categorizes
agency contributions to retirement
funds as intragovernmental outlays
distributed among all the functions
that employ workers. A description
‘of each of the functions and the com-

ponents of net cost for the activities

included in each function is pre-
sented in Supplemental Information
as “Net cost detail.”

" The Statement contains the fol-
lowing three components for each
function:

» The gross cost of Government

operations.

+ The revenues earned from the
- public for goods and services.

» The net cost of Government
operations, which is gross cost
less revenue earned.

Gross Cost

“Gross cost” includes the full cost
of all functions., These costs may be
directly traced, assigned on a cause
and effect basis, or reasonably allo-
cated to the function. :

Eamed Revenue

This is revenue the Government |
earned by. providing goods and ser-
vices to the public at a price.

‘Net Cost

The “Net cost” of Government
operations is computed by subtract-
ing “Eamed revenues” from “Gross
cost.’ :

This Balance Sheet shows the Govemment ] assets and 11ab111-
ties. It alone does not provide a complete picture of the Govern-
ment’s financial resources nor the current and future claims on
them. However, when combined with Stewardship Information,
- this information presents 2 more comprehensive understanding

of the Government’s financial position. Most line items on the
“Balance Sheet are described in the Notes to the Financial
Statements. The first note, for example, provides information on
the accountmg pohc1es for assets and llabllmes

- A sets included on the Balance Sheet are .
. demonstrate accountablllty by including
these assets in its financial reports

rces of the Federal ‘Government that re-

‘ main avallable to meet future needs. The

ificant assets reported in the Bal-

“ance Sheet are loans receivable and: invento- -

ries, as well as property, plant and . equip-

. ment, There are, however, other significant .
_fesources avallable to the Government that .

exténd beyond the assets presented in this

~. . Financial Statement. Those assets include

the Government’s sovereign powers.to tax,

regulate commerce and set monetary pollcy :

They also include natural resources.
A change in accounting standards, effec-

. tive as of October 1, 1997, created a new

class of assets, termed Stewardship Assets.

Selected assets now are highlighted sepa-.

rately from the Balance Sheet under Stew-
ardship Information. As steward of these as-

sets, itis mcumbent on the Govemment to

: National defe‘nse assets

“Natlonal defense assets” are weapon
systems and supporting assets used by the
military for the Nation’s. common defense
and general welfare. The predominant re-
porting objectives for national defense as-
sets are their availability to defend the
country in times of need. These objectives
are best measured in non-financial terms.
Effective October 1, 1997, national defense
assets totaling $655.2 billion were reclassi-
fied from the Balance Sheet to Stewardship
Information. Examples of those assets in-
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clude aircraft carriers, submarines,
tanks and missiles.

Stewardship land

“Stewardship land” is land owned
by the Federal Government and set
aside for the use and enjoyment of
present and future generations. The
Federal Government does not expect
to use this land to meet its obligations,.
unlike the assets listed on the Balance
Sheet. Stewardship land is measured
in non-financial units such as acres of
land and lakes, miles of parkways,
and wild and scenic rivers. Examples
of stewardship land include historic
parks, national forests, wilderness ar-
eas and land used to enhance ecosys-
tems to encourage animal and plant
species and to conserve nature.

Heritage assets

“Heritage assets” are Govern-

ment-owned assets that have one or

more of the following characteristics:
historical or natural:significance; cul-

FINANCIAL STATEMENTS

tural, educational, or artistic
importance; or significant architec-
tural features. The cost of heritage as-
sets often is hot déterminable or rele-
vant to their significance. Like
stewardship land, the Government
does not expect to use these assets to
meet its obligations. The most rele-
vant information about heritage as-
sets is non-financial. Instead, infor-
mation on their existence provides the
best measure of the Government’s
custodial responsibility. Examples of
heritage assets include: the Declara-
tion of Independence, the Constitu-
tion, and the Bill of Rights preserved
'by the National Archives. Also in-
cluded are national monuments such
as the Vietnam Veterans Memorial,
Jefferson Memorial and the Washing-
ton Monument as well as.art and cul-
tural treasures at the Smithsonian In-
stitution and the Library of Congress.
Many other sites such as the battle-
fields, historic structures and national
historic landmarks also are placed un-

der this category.

Liabilities are obligations of
the Federal Government result-
ing from prior actions that will
require resources. The most sig-
nificant liabilities reported on

~ the Balance Sheet are Federal
debt securities held by the public
and accrued pension liabilities
for current and retired Federal
‘civilian and military personnel
However, the Government’s re-
sponsibilities are much broader

ties. ..
The Government’s responsi-
bilities and policy commitments

grams disclosed in Stewardship
Information and certain future
loss contingencies. -

The magnitude and complex-
ity of social insurance programs
coupled with the extreme sensi-

“tivity of prOJectlons relating to
the many assumptions of the
program produce a large range

than these Balance Sheet liabili-

include the social insurance pro- -

of possible results. The Steward-

‘ship Respon51b1ht1es section

explains factors that impact the
various programs. Using this in-
formation, the readers can apply
their own judgment to the

‘'sustainability of the individual

 programs. The Federal Account-
ing Standards Advisory Board
continues to consider the appro- -

priate accountlng treatment for

them.

The Balance Sheet meludes ‘

social insurance benefits due
and payable as of the reportmg
date. -

Each of the social insurance
programs has an associated trust

fund to account for its activity.

An explanation of the large trust
funds for social insurance and

‘many of the other large trust

funds is included in Note
17-Dedicated Collections. That
note also contains information

-

“about trust fund recerpts d1sbursements '

and assets.

- A broad perspectlve on the Federal
Government s responsrbllltles s pro-

vided by the Current Sérvices Assess-
ment, which also can be found under
Stewardshlp Information. Presented in
accordance with the President’s budget,
this information estimates Federal ex-
pendltures for fiscal years 1999 through
2004 if there are no changes to current
law.

The Govemment also has unresolved
contingencies where existing condi-
tions, situations or circumstances create

uncertainty about future losses. Contin-
‘gent liabilities that do not meet the crite-

ria for recognition on the Balance
Sheet, but for which there is at least a

reasonable possibility that a loss has

been incurred, are disclosed in Note
15~Commitments-and Contingencies.

~ “Net position” is presented as the sum

of Balance Sheet assets less Balance
Sheet liabilities.

43
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United States Government .
Statement of Operations and Changes in Net. Posmon
for the Year Ended September 30 1998

(In billions of doltars)

_ Revenue: ‘
Individual income tax and tax withholdings . . ............ e .. 1,374.2
Corporation income taxes . .............. e e .. . 186.3
Unemployment taxes.............. e  . USRS e e i . 26.4
Excise taxes.......... e A P 5>7.‘6
Estate and gift taxes. . . . . P S T SO 24.0
Custome duties .......... ... .0 0., e R e, 17.7
Other taxes andreceipts............. B S ‘_ 26.6
Miscellaneous earned revenues. . . . ... ..v..eee.nn.. ................ ‘ 7.4
Totalrevenue . ..........cciiiminnnrnns ......... el ‘. ce e 1,720.2
Net Cost of Government Operatlons ' _
Natlonal defense .............................. e e e iiea e o ,.321.6
Human resources ........... R R IR R TR TR ‘ vi,ogo_4
Physical resources .........ccoviueivns. eeeseebeeens .. .‘ e 100.2
Net interest . ... ...l he e i e s | 2431
Otherfunctlons..........;...........................‘.“....‘..‘ ....... 108.7
Total net cost of Government operatlons. I TN [ . _ 1,854.0
vExcess of Net Cost Over Revenue ............ . e Vi . (133.8)
' Unreconciled transactlons affectmg the change‘ o , N ‘ . . .23.9
mnetposntvon(NotelG) ........... B I CEERERE PR e
_ Decrease in net posltlon ........ e . ..... e RN o ' (109_9)
" Net posltlon, beglnnlng of pertod e ...... T PP oot (5,003.0)
‘ Pnor Peruod Adjustments (Note 14) ‘ ' | i ,
Changes in accountmg PrNCIPIES . o v v et it i e e U (681.7)
Other adjustments ....... U e o '(339,8)
~ Net position, end of perlod. T S U P | (6,134_4)
~ The accompanying notes are an integral part of these financial statements. -
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| United States Government

| Statement of Net Cost -

N for the Year Ended September 30 1998
ﬂ

Gross Earned
(In billions of dollars) Cost Revenue Net Cost _
| National defense. . . .. '. e iier e .. 343.6 22.0 321.6
| Human Resources:
Education, training, employment -
| ANA SOCIAI SEIVICES & - « « e v v e e iveinennnennnnns 54.7 3.3 51.4
* Health..................._.., ......... e 125.3 1.1 124.2
] MEdiCare . . .o oovvevnennrennns e  . ......... 213.7 20.6 193.1
Income Secufity .. ........... T [P 181.8 7.7 174.1
Social Securlty.........‘.__.”.‘.. 378.7 . . 378.7
Veterans benefits and services (Note 10). .. ........... 160.2 ' ‘1.3 158.9
Total hUMan reSOUICES . .. vvvvvvnnnn. T, 1,114.4 34.0 1,080.4
= . Physical Resources: '
; BNergy . oo vvveeeiene i P e 13.3 11.9 1.4
Natural resources and envuronment ...... et 27.0 4.2 22.8
Commerce and housmg credlt ....... e i, 06.5 70.7 258
TranSPOrtation . . ....cvverveeinannnanss e e 41.6 3.7 37.9
L; Community and regional .development ..........: Ceneae 14.7 2.4 12.3
% Total physical reSOUrCeS. . v« oo v v e vieeenneneeneeen .'193.1 92.9 100.2
_ Net interest ...... e e Vaa. 2434 - 243.1
? Other Functions: ‘ ‘
. International affalrs‘, R R R LR PP 24.8 6.0 18.8
General smence 'space. and technology, e 19.9 6_1 19.8
Agriculture . . ... ... i i e . .: . e, 19.1 | 2.3 16.8
; Administration of justice ........................... 28.3 1.4 .25_9
J General government . ... ... il e e 29.2 2.8 26.4
j Total other functions . . ............... TP 121.3 12.6 108.7
j Total . ..... .o ii i i e 2,015,5 161.5 1,854.0

The accompanying notes are‘an integral:part of these financial statements.




{1 e 1

LELIE Lo

%1 S B 44

46 . FINANCIAL ‘STATEMENTS

Blank Page




R PR RS 10 b5 11 1 o U SR b 191 P oo (- :

e ST N N R

FINANCIAL STATEMENTS

United States Government
Balance Sheet
as of September 30, 1998

{In billions of dollars)

Assets:
Cash and other monetary assets (Note 2). . ............... .0t | 06.8
Accountsreceivable...................................7... 36.1
Loans receivable (Note 3). . ....... it i 166.8
Taxes receivable (NOtE 4). . . oo v et it i iiie i en i sanerans PR 271 )
Inventories and related property (Note 5). . ........... ... .. ..., 166.8
Property, plant and equipment (Note 6)............ EEEEEE PR 299.3
Otherassets (Note 7). .. ...t iieennorenansnnnnens 59.9

Total @8SSetS . . v v v vttt it v et e e et e 852.8

Liabilities and Net Position:

Accounts payable (Note 8) . .. ....ci it ittt it i e en et

Federal debt securities held by the public (Note 9). . .. R EEEERE “ »3,717.7

Federal employee and veteran benefits payable (Note 10) .......... 2,685.1

Environmental liabilities (Note 11) . ......... ... ... oot 224.5

Benefits due and payable (Note 12) . ................ ......... 77.6

Loan guarantee liabilities (Note 3) ........ e o o 37;7

OtherliabilitieS(Note13)..........................‘..‘........  s
Total liabilities . . ... ..ot i e 6,987.2

Commitments and.Contingencies (Note 15)

Net POSHION « ... vvvunnenerenns et eeee e (6,134.4)

Total liabilities and net Position. .. v .o v v venre ey e e - 5 852'8

The accompanying notes are an integral part of these financial statements.
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STEWARDSHIP INFORMATION

United States Government
Stewardship Informatlon
for the Year Ended September 30, 1998

(Unaudned)

Stewardship

Assets

The Federal Gover‘nment holds
“Stewardship assets” for the benefit of
the Nation. Because the Government

- has been entrusted with, and made ac-

countable for, these resources and re-
sponsibilities, they are recognized in
the Financial Report of the Umted
States Government.

 When acquired, ‘,‘St’e,wardshi,p as-

" information on these resources to high-

sets” are treated as expenses in the fi-
nancial statements. This section pro-
vides more detailed stewardship

light their long-term benefit and to
demonstrate accountability. This infor-
mation facilitates the understanding of
the operations. and financial condition
of the Govemment

National Defense Assets

The Department of Defense (DOD) owns and uses'

“National defense assets” to accomplish mllltary mis-

sions, such as war, operatxons short of war, training, =
peacekeepmg and supportmg civilian authorities dur-

ing civil emergencies.

‘These assets divide into two categories: weapons
systems and support pr1nc1pa1 end items. Weapon .’ -

systems refer to military equipment that launch, re-
lease, carry, or fire ordnance; and/or equipment ‘that

carries weapon systems related property, equipment, .

material or personnel. Support principal end items
consist of items acquired to support weapon systems
that ultimately may be incorporated into weapon sys-
tems. Examples of these items include aircraft en-
gines, tank engines, aircraft radar, ship sonar,

uninstalled missile motors, missile control panels,

gun mounts, gun turrets and guidance systems.

- “The. Department of
Defense (DOD) owns and
‘uses ‘National defense
- assets’ to accompllsh

mIIitary missions, such as
war, operations short of

war, training,
peacekeeping and
supporting civilian
~authorities during civil
~ emergencies.”

49
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STEWARDSHIP  INFORMATION

National Defense Assets, cont.

' "Ihe DOD’s property systems mfor-
mation, listed in the National Defense
Assets table does not capture and/or-

retain addition and deletion data; °

therefore, DOD could not report sepa-
rately such amounts. The report re-
flects the net amount between the
opening and closing balances As

‘DOD’s property systems are modr-

fied or upgraded, appropriate
modifications will be made to report
additions and deletions separately.

. The quantities of national defense

‘assets presented reflect the sum of the

quantities reported by the Army,

Navy, Air Force and the Marine

Corps. National defense assets do not

assets At tlmes of war, Coast Guard
assets are under the direction of
DOD, but in times of peace, they are
under the Department of Transporta-
tion (Transportatlon) Each of the
military services’ financial state-
ments presents additional informa-
tion on national defense assets.

mclude Coast Guard shrps and other e

National Defense Assets as of September 30 ,
Balance as of Additions/ - Balance as of
(In number of systems or items) QOctober 1, 1997 (Deletions) . September 30, 1998
Alrcraft: : T G _
Combat ........coivvvnnn. 9,047, (434) 8,613
Airlift. . ..o 2,380 - (62) 2,318
Other aircraft . ............. | 8,916 (857) - 8,059
Ships: o o
Submarines . .............. 137 (14) o 123
Aircraft carriers. . . .......... 16 2 18
Surface combatants ... ... ... - 229 2 ' 231
- Amphibious warfare ships . . . ... o 78 5 : 83
Mine warfare ships.......... 34 4 38
Support ships. . .. ...l 238 (10) 228
Otherships ............... 1 1,209 - . (62) o 1,147
Small boats .. I R 3,237 ‘(684) ‘ - 2,553
Mlsslules: ' '
Ballistic missiles ........... 3,905 (652) _ 3,253
. Other missiles . ........ L Tt T 705,348
‘| combat VehicIeS' T R SR TR . SR
Tanks . ..... et e e oy e 10,8890 - aA827) i - 10,062
Other combat vehlcles S e d e v 43,844 " (6;360) . o 37,484
| space Systems: , T | R R o
Satellites. .. ... .. b 69 . 9 . 78
Other Weapon Systems o o
Torpedoes . . . .. EERRPE o 7,436 - 1,050 - . 8,486
Other weapons. . .......... 13,490. . (1,696) . © 11,794
* The beginning of the year amount and additions and deletions were not available fromv all sonrees.
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National

Defense
- Assets, cont.

“Mission support assets” include
various types of military equipment,
such as ordnance support equipment,
vehicular equipment, electronics
equipment and communications

STEWARDSHIP INFORMATION

equlpment Weapon systems support.
real: property includes ammunition B
bunkers and mrss1le sﬂos in actxve_

use: i
Recently, the requlrements were

‘modified for reporting acquisition

costs of national defense assets to re-
quire the full cost in accordance with
the Statement of Federal Financial
Accounting Standards (SFFAS)
Number 4. DOD currently does not
have cost-accounting systems that

“capture the full cost required by
. SFFAS: Number 4-and will not for
many: years Therefore, the amounts,
- reported in this report represent the

DOD’s annual disbursements, for

each category of Natronal Defense
Assets.
The investment amounts in'Na-

‘tional Defense Assets presented in

51

this report reflect the sum of invest-

ment amounts reported by each mlh-
tary department

Investments in National Defense Assets for the Period Ended September 30
(In millions of dollars) - ’ s ' o '
Aircraft: , o , R
Combat.............. e e he et ess e $5,269
Airlife . ..o vs i S S P . 3,727
Otheraircraft ... .....ccvvvnurnneennrnerronaesanenssennesenssea. 1,512
Aircraft support principal enditems . . .......... . i 3,340
Ships: , »
Submarines . ........... e T R 1,090
Aircraft carriers. . . ... .. T 1,301
Surfacecombatants . ... ... i e e e 2,879
Amphibious warfareships . . . ........... ... 00 e e i e 753
Minewarfare Ships. ... ...ttt it iienanaenns e e . 89
Other support ships . ........... e P R R EEE 575 ‘
Ship support pnncnpal enditems....... e [ P . 851
Missiles: :
Ballistic missiles ....... e i et e et e e et e e 587
Other missiles . ........ et e 1,271
Mis_sile support principalend items . .. .. .. i i e 1,339
Combat Vehicles:® ‘
TANKS vttt ittt e et s enensossssnanesessosnsssosasasenssnsnnas 38 .
Other combat vehicles . ..... e e T T o 489
Combat vehicle support principal enditems .. ....ocii i i i it e 842
Space Systems: . =
Satellites. ... .. .o iu it s e e 51T -
‘Satellite support principal enditems . . ........ . . i i 667
" Other Weapon Systems: ‘ -
oo =T [ 1= R 125
OthEr WBaAPONS . « o . vt ettt i et st st toe o aaaanasstornssnsn O 132 ’
Other weapons support principal enditems . ...« ..ot 135"
MISSION SUPPOTt @SSEES” . . . . . ...\t e e et 4,968
Weapons systems support realproperty. . ......... ...t 28 - .
Total investments in national defense assets ‘ o
for fiscal year ended September 30. . ......vihiii ﬁ%i%”r_
1 Air Force investments in combat vehicles are not included in amounts reported.
2 The amount reported does not include Air Force investments.
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"Stewardship land" refers:to feder-
ally owned land that is not used, or
held for use, in "General Govern-
ment" operations. This category ex-
cludes lands administered by the Bu-
reau of Indian Affairs and held in

 trust. Also, excluded from steward- -
ship land are military bases, land used

. STEWARDSHIP INFORMATION

by the Tenneséee Valley Aufhority
‘and other lands used as part of "Gen-

eral Government" operations. -

 Most stewardship land is "public
domain."” Between 1781 and 1867,
the Government acquired land equal

to 79.4 percent of the current acreage
of the United States, spending atotal

of $85.1 million.

United States Government
Stewardship Land
as of September 30

Totals

(In millions of acres)
‘U.S.  Natlonal ‘u.é. Fish Bureaq Toia. .by‘ |
' f Forest Park = and Wildiife = of Land = Type of Percent of
Predominate Land Use Service ‘ Service Service Management Use  Total
S nsgamand and . . ... - - 36 2036 424
National wildiife refuge . . . : : 875 . 815 141
National parks . SEREEE - 502 - - 50.2 8.1 -
Nationai forest....... | cen 153.3 | o -b 1533 | 247
National grassland .. ... .. 38 . - 38 06
METSES _sms 22 oo . @e
 T °’fa' acres.......... 191.9 77.4 884 26.3‘.6> | 621.3:‘ 1000




LI

[N

P

b

*“_4 selices i wanll Gaiie i

The Bureau of Land Management
(BLM) manages a variety of land
types. BLM subdivides its manage-
ment responsibility into five primary
categories: rangeland, forestland, ri-
parian and wetlands, aquatic areas,
and other habitat and wastelands.

. Rangeland consists of land where
the native vegetation is predomi-
nately grasses, grass-like plants,
forbs, or shrubs suitable for grazing
or browsing. This includes lands that
are revegetated naturally or artifi-
cially to provide forage cover and are
managed like native vegetation.
Rangeland includes natural grass-
lands, savannas, shrublands, most
deserts, tundra, alpine communities,
coastal marshes and wet meadows.
Rangeland totals 165 million acres,
including 5 million acres in the
‘Alaska Reindeer Range.

- Forestland encompasses approxi-
mately 11 million acres. Alaska
forestland numbers about 7 million
acres, while Western States boast an-

other 4 million. Forested lands are of ¢

great varlety They include:

3" ¢ The black and whlte spruce in
. Alaska. g

‘e The aspen, lodgepole pine, pon-

* derosa pine, interior Douglas fir,
and associated species of the

: Inter-Mountam West,

“« The pmyon-Jumper woodlands
' of the Great Basin and Southwest.

STEWARDSHIP INFORMATION

‘The Douglas fir, hemlock and
cedar forests of western Oregon
" and northern California.

Wetlands are inundated or satu-
rated by surface or ground water at a
frequency and duration sufficient to
support vegetation adapted for life in
saturated soil. Wetlands include bogs,
marshes, shallows, muskegs, wet
meadows; estuaries and riparian ar-
eas. Wetlands total 16 million acres.

Riparian lands adjacent to creeks,
streams, lakes and rivers. total 18,300
miles in length and 7 million acres in

area. These areas contain water and

vegetation in the otherwise arid west-
ern United States. They are important
to fish and wildlife species, as well as
livestock. Since they filter water
flowing through them, ripar-
ian-wetland areas can affect the
health of the entire water-shed.
Aquatic areas have flowing or
standing water. They mclude about 4
million acres of lakes, reservoirs and
streams. These waters contain a wide
variety of aquatic specles'rangmg

BLM des1gnates wasteland areas as
those that generally: do’ not provide
forage in sufficient amounts to sus-
tain wildlife or grazing animals. This

land category“lncludes mountain

tops, glaciers, barten mountains, sand
; hot-dry deserts and
s totalmg 20 million

acres.

.- The U.S: Fish and Wildlife Service
manages 88.4 million acres of feder-
ally owned lands held primarily for
wildlife conservation. It has five
goals:

'+ Preserve, restore and enhance,
in their natural ecosystems, all -
species of animals and plants en-
dangered or threatened. :

. Perpetuate the migratory b1rd
resource.

« Preserve a natural diversity' and
abundance of flora and fauna.

« Provide an understanding and
_apprec1at10n of fish and w1ldhfe ‘
~ecology. - S '

‘e ‘Provide refuge v151tors a safe,r
wholesome and enjoyable recre-
ational experience orlented to-
ward wildlife. ‘

~ The Fish and wildlife Service sub-

d1v1des its management responsibil-
ity into the following categories:

"« "National wildlife refuges"

(516 sites on 87.5 million acres).

‘e "Refuge coordination areas"
(50 sites on 197,000 acres).

+ "Waterfowl production areas"
(199 sites on 704,000 acres).

<.« -"Fisheries research centers”
(83 sites on 14,000 acres).

“+ "Wild and scenic rivers"

_(six rivers totalmg 1,416 miles in

N length)

" The Forest Service manages
191.9 million acres of federally
owned lands for the sustained use of
outdoor recreation, range, timber,
watershed, wildlife and fish. . ;
Forest land contains 155 named
Natlonal Forests totaling 153.3 mil-
lion acres. Within the. National For-
ests, livestock grazing for cattle,
horses sheep and goats was permit-
ted on over 92.4 million acres of

‘ rangeland. The Forest Service har-l
vested :3.3.billion board feet of

- ‘timber; sold- 3.0 billion board feet,
and reforested 287,905 acres, pri- -

marily with genetlcally 1mproved
seedlings in fiscal 1998. =~ = -
Wilderness land contains 34.7
million acres in 38 States and is
served by 33,000 miles of trails.

The Forest Service also manages
20 named grasslands on 3.8 million .
acres and about 4,348 miles of the v

‘wild and scenic river system.
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|
: Summary of Acreage
o (In mllhons of acres) . N
] - The National Park Service man- Type of Park Area — _Acreage
ages 77.4 million acres of federally - | National. parks. e e e e 50.2
owned lands. These lands are set o :
aside to conserve the scenery, na- Natlonal preserves. ... ... Cee e i - 214
! ture, historic objects and wildlife so- | National recreation areas.......... PR 34
they can be enjoyed by current and . ‘ . ' ‘ :
future generations of Americans . Natlonal monuments B e 19
Other types of park areas include: * | National 'seashores .. .............. e _ 0.5
national rivers, parkways, national | . o I k L [ —
lakeshores, historic parks, scenic Total‘acres. . .- o ‘ : CT77.4
trails, wild and scenic rivers, mili- A rentrt Tt -
= tary parks, Teserves, battlefields and

other parks

Federal Stewardship Land

Heritage

Assets

The Federal Government holds vast
numbers of heritage assets. These as-
sets encompass many of the Nation’s
most precious historic, ‘natural and
cultural resources. Heritage assets are
unhique property, plant and equipment
with:

.. H1storlc or natural s1gn1ﬁcance

+ Cultural, educatlonal or artistic

nnportance -

. Slgmﬁcant archltectural charac-

teristics.

The Government has been entrusted
with, and is accountable for, these as-
sets which are held for the long-term
benefit of the. Nation. ‘Examples of
heritagé assets are the Washington -
Monument, Declaratron of Independ- | -
ence, Yosemxte National Park and mu~ | '~
seum objects on display at the Smlth-'\ 1 .
sonian Institution. ’

. The following.discussion of the
Federal Government’s heritage assets | :
is not all-inclusive. Rather, itisin- | =~ = ¢
tended to highlight srgmﬁcant heri-
tage assets reported by Federal agen--
cles : ;

. The Government’s herltage assets ‘
can be classified into three broad cate- tlons Natural herltage assets mclude natural heritage assets such as na-
gories: collection type, natural and properties such as national wilderness tional forests. Cultural heritage assets
cultural. Collection-type heritage as- areas, wild and scenic rivers, natural include historic places.and structures,
sets include objects gathered and landmarks, forests and grasslands memorials and monuments, national
maintained for exhibition such asmu- The Stewardshlp Land section lists cemetenes and archeologlcal sites.
seum collections and library collec- the total acres of land area for some

T

B

Source Natlonal Atlas of the Umted States of Amenca,
: U.S. Geologlcal Survey. - .




STEWARDSHIP INFORMATION ' 55

TR

|
:
=5

i
4

S D

Prominent among Federal
museum collectionsare those of

the Smithsonian Institution,

numbering approximately 140
million individual objects. The
Smithsonian acquires, protects
and preserves these objects for

public exhibition, education and

research.

The Library of Congress
holds the world's largest library
collection. More than 115 mil-
lion items comprise that collec-

 tion which is held for use by the
Congress and the publlc The '}

Library contains two copies of

every book, pamphlet, map, -

print, photograph and piece of
music registered for copyrlght

‘in the Umted States o

Addltlonally, the Natlonal' ‘
Archives holds over 2 million’
cubic feet of records. These re--|
cords-efisure ready atcess'to es-”
sential evidence’ documentlng‘

the rightts of citizens; the actions

of Federal officials and the €f- -

fects of those actions on the na-
tional experience. These re-
cords include: textual and

legislative records; cartographic
and architectural records; mo--

tion picture, sound, and video
records, and still pictures and
graphlcs The Archives main-

tains such historically important
documents as the U. S. Consti-

tution and the Loulsrana Pur-
chase Treaty.

“tures. ThlS is’America's.¢

archltecture, archae-
“ology, engmeermg* R
“and’culture. Forest |
© “Service’ lands contam' ‘

"The National Regis- |

. erties are ehglble for

" als include the Wash-

A “Wilderness area” is an area
designated by Congress that is
protected and managed so as to
preserve its natural conditions;
The Department of the Interior

- manages 255 wilderness areas
comprising 66.5 percent of the
Nation’s 103.7 niillion acres of
wilderness. One-of those is the
Cebolla Wllderness in New
Mexico.

" The “National w1ld and scenic
rivers system” includes
free-flowing rivers that are val-
ued for their fish and wildlife or

. their scenic, recreational, geo-

. .logic hxstorlc, cultural;:or-other
value. The Department. of the In-
terior manages 54 ;percent: of the
10,831 river miles in the “Na-

~ tional and wild scenic rivers sys-

Grassland in Wyommg

tem, including the Bluestone
National Scenic Rlver in West
Virginia.

National natural landmarks -
have national significance be-
cause they exemplify a natural
region’s characteristic features.
The National Park Service has .-
identified 578 national natural .
landmarks, such as the Garden
of the Gods in Colorado.

The U.S. Forest Setvice man-
ages 155 national forests and 20
national grasslands on over. 192
million acres of public land.
These areas encompass signifi- - |
cant herltage resources: Exam—s.j A
ples included in ‘this category aré . |
the White Mouitain National " |
Forest in New' Hampshlre and ")
the Thunder Basin National: |

" The National Register of Historic
Places lists historic places and struc-

ing of 1mportant hist a
Propertles listed 1nclude dlStI‘lCtS,
sites; buildings, structures'and ob-
jects s1gmﬁcant to Amerlcan hlstory,

sites.. Also, the Amerlcan Battle
Monuments Commission manages
27 memorlals monuments and
markers. around the world, such as
the. Belleau Wood Marme Monu-
ment in France.

Archeologlcal sites contain the re-
_mains of past hu-

887 such properties.” |

ter estimates that an- .
other. 109,000 prop-

man activity. The
Department of the
.| Interior manages
.| .0over290,000 ar-
,cheological sites.
The ancient earthen
mounds at the
“Hopewell Culture

this designation: - National Historic
The Nation's mon- Site in Ohio is a no--
- uments-and memori- | table example.

ington Monument, Vietnam
Veteran's Memorial and Jefferson

- ‘Memorial in Washington, DC. The
» Natlonal Park Serv1ce manages these

o National ceme-
teries mclude the Arlington National.
Cemetery in Virginia and the Fort
Logan National Cemetery in Colo-
rado. The VA manages those and 58‘
other cemetenes ' :
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Stewardship
Responsibilities

Congress passed the Social Secu-
rity Act in 1935. The Act, as subse-
quently amended, includes programs
providing retirement and disability
benefits.

- Congress established two trust
funds for Social Security: The Fed-

eral Old-Age and Survivors Insur- |~

ance (OASI) and the Federal Disabil-
ity insurance (DI) Trust Funds

'(OASDI) OASI pays réetirement and
survivors benefits and DI pays bene-

fits to.disabled workers.
Revenue to OASDI consists of taxes

“on earnings paid by employees, their
-employers and the self-employed.

OASDI also receives revenue from

the income taxes on Social Security

and from interest on its investments

‘in Treasury securities. Social Secu-
ity revenues not needed to pay cur-
rent benefits or administrative éx~ .
penses are invested in spec1al-1ssue

Government securities. Those securi-
ties are guaranteed as to both princi-
pal and interest and backed by the full
faith and credit of the Government.
The Board of Trustees of the OASI
and DI trust funds provides the Presi-

‘dent and Congress with short-range
(10 years) and long-range (75 years)

actuarial estimates of each trust fund

in its annual report Because of the in--

herent uncertainty in estimates for as

long as 75 years into the future, the’
Board of Trustees usés three altema- :
t1ve sets of economlc and demo—-_

the ﬁnancmg method: regarded as’

STEWARDSHIP INFORMATION

(In pillions of dollars)

‘ Soclal Security Estimated Trust Fund Balances

Federal Old-Age and Survnvors Insurance Trust Fund Net Assets

-3, 000-

2,000
1.600- ____-n-----..~. ! |
N e . .“~
0 e " m”’ i .
. N . ) ‘"~. . )
-1,0004 | ‘ el

| - -2,0004 Federal Disability lnsurance Trust Fund Net Assets

.‘ I
~
~.
"
‘ -
~af -
-

2000 2010 2020 2030 2040 2050 2060 2070
Fuscal years -

graphic assumptions to show the

range of possibilities. Assumptions
are made about many econoric, de-
mographic and programmatic-fac-
tors, including gross domestic prod-
uct, earnings, the Consumer Price
Index, unemployment, birth rate, im-
migration, mortality, and disability
incidents and termjnation. The as-
sumptions used in the table-below,
generally referred to as the "interme-

.diate-assumiptions,"” reflects the best

estimate of expected future experi-
ence. :

The present values of actuarial esti-
mates were computed as of the begin-
ning of the valuation period; Septem-
ber 30,.1998. The expenditures
consist of the sum of the present
value of all estimated payments dur-

- ing the valuation period. The contri-

butions consist of the sum of the pres-
ent value of all estimated non-interest
income during the period. The esti-
mates were prepared on the basis of

belng the most. approprlate by both

Congress and the Board of Trustees.
These estimates assume future work-
“ers will be covered by the program as

: -they enter the labor force.

Under current legislation and using
intermediate assumptions, the DI and
OASI trust funds are projected to be
exhausted in 2019 and 2034, respec-
tively. Combined OASDI expendi-
tures will exceed current tax income
beginning in 2013, and will exceed
total current income (including cur-
rent interest income) for calendar
years 2021 and later. Thus, current
tax income plus a portion of annual
interest income will be needed to
meet expenditures for year 2013
through 2020. Thereafter, in addition

“to, current tax income and current in-

terest income, a portion of the princi-
pal (combmed OASDI assets) will be
needed each year until trust fund as-
sets.are totally exhausted in 2032. At
that point, current tax income will be
sufficient to pay approx1mately 75

‘ percent of the beneﬁts due

Social Secunty Present. Value Estimates for the Perlod

:of 75 Years mto the Future, Beglnning September 30 1998

(In billions of dollars) ‘ ‘QASI DI - OASDI
P o oL getgerel oy T 16,3833 2,689.0 190723
P acamsor 51 9073 TS ) 195673 3.307.2 228745
Present value of future resources needed .............. 3,134,0 618.2 3,802.2
6645 782 742.7

Assets of Social Security as of September 30 (Note 17)
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Federal Hospital Insurance Trust
Fund revenue consists of taxes on

earnings paid by employees, their em-. .{.

ployers and the self-employed. The

fund also receives revenue from the -

taxation of Social Security benefits

and from interest on its investments in

Treasury securities. Revenues not
needed to pay current benefits of the
Federal Hospital Insurance Program
(Medicare Part A) or administrative
expenses are invested in special issue
Treasury securities. These securities
bear a market rate of interest, and are
guaranteed both as to principal and in-

terest. In addition, the securities.are |

backed by the full faith and credit of
the U.S. Government.

As computed 75 years into the fu-
ture (to calendar year 207 3), Medicare
Part A has an actuarial deflClt of
$4,042.7 billion. This estimate in-

cludes the book value of assets asof

September 30, 1998, and the present

value of various program income
items expected to be received through
the year 2073. Subtracted from those
amounts are: the present value of out-
lays through the year 2073, claims'in-
curred through September 30,1998,
that were unpaid as of that date and
administrative expenses related to
those claims. Under current leglslatron
and using intermediate assumptions,

from the 1998 Trustees Report, whlcl}?

incorporated changes from theiBal:
anced Budget Act}'the fund is pro-
jected to be exhausted in 2008. '

The benefits and administrative ex-
penses of the Federal Supplementary

Medical Insurance program (Medicare

Part B)are financed by premiums paid .
by Medicare beneficiaries as wellas -
Government contributions. The

monthly premium in calendar year
1998 covered 25 percent of the
Medicare Part B program's estimated
1998 cost.

Medicare Part B has a surplus of
$29.1 billion, representing the amount
of the estimated book value of the Fed-
eral Supplemental Medical Insurance
Trust Fund assets as of September 30,
1998, less unpaid benefits and related
administrative expenses.

STEWARDSHIP INFORMATION

100

504

‘Estimated Balances of Federal Hosprtal Insurance
Trust Fund (Medicare Part A) -
Under Intermedlate Assumptlons

(In billions of dollars)

150
125

75 -

25 4

0 . _
97 98 99 OO 01 02 03 04 05 06 07
Calendar years ’

'Medicare Part A (Hospital Insurance)

Present Value Estimates
for the Period of 75 Years into the Future,

'Beginning September 30 1998 -

-(In brllrons of. dollars)

Present value of actuanal contrlbutrons . 8, 325.,3'

to the. year 2073 B Y o i
Presenit value of actuarial expendrtures s
totheyear2073 ., ... il ‘.M
Present value of future resources needed ....... 4 042 7
‘Assets in Federal Hospltal Insurance Trust Fund | 120 5
" ‘as of September 30-(Note: (1 e ——

Note: the estimates for thrs program are significantly different than those of pnor
years due to a change in the valuatron penod from 25t0- 75 years

T R R

Medlcare Part B(Supplementary .Illledleal ln‘s'urance)\ '
| Balances .as of September 30, 1998

(In bllllons of dollars)

Total Federal Supplemental Medrcal Insurance , 201

, Trust Fund assets (Note 17) ............... ‘
Total unpaid beneflts e AT e 11.0
Excess of trust fund assets ‘ 29.1

_ over unpaid benefits . ......... e r e ——!
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Railroad retirement pays full-age
annuities when eligible persons
reach age 65 (if they have 10 years of

- service) or age 62 (if they have 30

years of service). It pays reduced age
annuities to eligible beneficiaries
who are age 62 (with 10 to 29 years
of service), or age 60 (with 30 years
of service). The railroad retirement
program pays disability annuities on
the basis of total or occupational dis-
ability. It also pays annuities to di-

vorced spouses,  remarried

w1dow(er)s surviving divorced-

spouses, children and parents of de-
ceased railroad workers. Qualified
railroad retirement beneficiaries are
covered by Medicare in the same way
as Social Security beneficiaries.
The Railroad Retirement Board
(RRB) and the Social Security Ad-

ministration (SSA) share jurisdiction

over the payment of retirement and

- survivors benefits. RRB has jurisdic-

 STEWARDSHIP' INFORMATION.

(In b||||ons of dollars)

Rallroad Retlrement Account Estlmated Actlwty

60

50 -

40 4 ~ Annual contribution

30 - ' ' . »
20

10 s " Annual expendlture

0

10 1— : : —

2001 2011 2021 2031 204_1 2051_ ., .2061 2071
' | Fiscal years -

tion over the payment of retirement
benefits if the employee had at least

10 years of railroad service. For survi- :
} vor benefits, there is an additional re-
_quirement that the employee's last

regular employment before retire-
ment or death -was in the railroad in-
dustry. If arailroad employee or his or
her survivors do-not qualify for rail-

.road retirement benefits, the RRB

transfers the employee's rallroad re-
tirement credits to'SSA; where they
are treated as Social Security credits.:

Payroll taxes paid by railroad em-

_ployers and their employees provide

the primary source of income for the
railroad retirement-survivor benefit

_program. By law, railroad retirement

taxes are coordinated with Social Se-

.. curity taxes. Employeés and employ-.
- ers pay tier I taxes at the same rate as

Social Security taxes. Tier II taxes fi-
nance railroad retirement benefit
payments that are. h1gher than Social
Security levels. |

Other sources of program income
include the finaricial interchanges
with the Social Security trust funds,
interest on investments, revenue re-
sulting from Federal income taxes
and railroad retirement benefits, and
appropriations from general Trea-
sury revenues (provided after 1974
as part of a phaseout of certain vested
dual benefits). '

The net book value of assets in the
Railroad Retirement Account at Sep-
tember 30, 1998, was $14.6 billion.
The holdmgs within this account in-
clude notes and bonds that, if sold at

" market value, would equal $15. 3 bil-
* lion due to their higher yields. -

(In brlllons of dollars)

“Railroad Retlrement Account Present Value Estlmates for the Perrod
| of 75 Years into the Future, Beglnnlng September 30 1998* :

Present value of actuarial contrlbutlons to December 31, 2073 ’

Present value of actuanal expendltures to December 31, 2073

Present value of future resources needed .-

Assets in the Railroad Retirement Accdunt as of S’ebtemb’er 30,1998 ........ .. v

*These figures take into account future entrants as well as former and present employees.

--------------------
i
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The Black Lung Disability Bene-
fits program provides for compensa-
tion as well as medical and survivor
benefits for eligible coal miners dis-
abled due to employment-related
pneumoconiosis (black lung disease).
The Department of Labor (Labor) op-

erates Part C of the Black Lung Dis--

ability Benefits Program. Under Part

C, the Black Lung Disability Trust

Fund provides benefit payments to €l-

igible disabled miners when no re-
sponsible mine operator can be as-
signed the liability. -

Excise taxes from coal mine opera-
tors, based on the sale of coa] ‘fund

STEWARDSHIP INFORMATION

“Black Lung Fu nd Estlmated Actlvrty
(In mlllions of dollars)
2,500 °
2,000 ~ " Annual expenditures
1,500 -
1,000
N ---—--.‘----‘
L . ) (g
500- “Q---;---‘--!\;---‘-'v-.-r-v-----
' 0 Annual contributions
1909 2009 2019 2029 2039
Fiscal years

black hing dlsabrllty payments and re-
lated costs. .
The prOJected decrease in cash in-

ﬂows in'the year 2014 and thereafter

is-the result of a scheduled reduction

" in thé'tax on the sale of coal. This rate
_reduction:is: pro_|ected toresultina

49-percent decrease in the amount.of
excise taxes collected between the

~years 2013 and 2015. The cumulative
 effect of this change is estimated to be

in excess of $12.6 bllllOl‘l by the year
2040 .

“The total liabilities of the Black
Lung Disability Trust.Fund exceed
assets by $5.9 billion. This deficit
fund balance represents the accumu-
lated shortfall of excise taxes that are
necessary to meet benefit payments
and interest expenses. This shortfall
was funded by advances to the Black
Lung Disability Trust Fund that must
be repald with interest. ‘

(In billions of dollars)

Black Lung. Drsablllty Trust Fund Present Value Estlmates
for the Period of 42 Years into the Future, . .
Beginning September 30, 1998 Lo

as of September 30, 1998

Present value of actuanal contrrbutlons to September 30 2040 \

Present value of actuarial expenditures to September 30,2040 ... ........0.un. 50.4
Present value of future resources Needed ... ......cueeene i u26,_5‘
Excess of liabilities over assets in the Black Lung Disability Trust Fund 5.9
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“Unemployment Fund Estimated Activity

(In billions &f dollars)

\ Congress created the Unemploy-
i ment Trust Fund in 1935 to provide in- 50 -
come assistance to unemployed work-
ers who have lost their jobs through no
‘ fault of their own. A unique system of
’ Federal and State partnerships admin-
| isters the unemployment insurance

" Annual contributions

program. Although established in Fed- - \
’ eral law, State officials execute the 20 - Annual expenditures
: program through conforming State ' T
laws. The Federal Government pro- - 10 -
vides broad policy guidance and pro-
O N ‘ T N - ¥ Ly L
1999 2001 2003 - 2006 2007
“A unique system Fiscal years
_of Federal and
State partnerships ST o
- administers the Unemployment Trust Fund Present Value Estimates
unemployment in Nominal Dollars =~
msurancg - for the Period of 10 Years into the Future,
program.” . Beginning September 30, 1998

(In b||||ons of dollars)

gram d1rect1on through the oversrght :
of the Department of Labor. Mean- | - ’,Pr?g <-3Snetp\{2lr%geo’f§8tu§6|gl8contrlbutlons

while, State unemployment insurance
satutes administered by State agen- Present value .of actuarlal expendltures

cies establish program details.- - , 347.6

* Federal and State unemployment to September 30 2008. BEREX .,7 peeseses T
taxes levied on subject employers fi- . _ ‘ :

£ nance the Unemployment Trust Fund. Excess of contrlbutlons over expendrtures L - X |
— Those funds are deposited in the Un- ‘ e T e——
employment Trust Fund and reported . :
= as Federal tax revenue. Assets in the Unemployment Trust Fund = - 724
4  The tota] assets within the Unem- as of September 30, 1998 (Note LY I ——
‘ ployment Trust Fund exceeded liabili-

ties by $72.1 billion. This fund bal-
ance approximates the accumulated
surplus of tax revenues and earnings -
on these revenues over benefit pay-
ment expenses. It is.available to fi-
nance benefit payments in the future
when tax revenues may be insuffi-
cient. Treasury invests this accumu-
o lated surplus in Federal securities. The
= net value of these securities as of Sep-
‘ tember 30, 1998, was $70.6 billion.
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Current Services Assessment

The Current Services Assessment
table shows the Office of Manage-
ment and Budget's estimated receipts,
outlays, and surplus or deficit in the
budget if no changes are made to laws
already enacted. Receipts and manda-
tory outlays, such as Social Security
benefits and net interest, involve on-

going activities that generally operate
under permanent legal authority au-
thorized by legislation. The current
services estimates of receipts and
mandatory spending assume that re-
ceipts and mandatory spending con-
tinue in the future as specified by cur-
rent laws. The current services

estimates for discretionary spending
assume discretionary funding for fiscal
1999 equals appropriations enacted by
Congress. It also assumes-that discre-

- tionary funding for subsequent years

holds constant in real terms. Because
laws already enacted provide the basis
for the current services estimates, they
do not constitute a proposed budget,
nor do they predict the most likely bud-
get outcomes.

The current services estimates may
be used to assess the sustainability of

(In billions of dollars)

Fiscal Year

Current Services Assessment Receipt and Outlay Estimates
as Presented in the President’s Budget

Base
Year
1998 1999

2000 2001

2002 2003 2004

Receipts:

Social insurance

Outlays:

Individual income taxes ... ..
Corporate income taxes.....

and retirement receibts .
Excisetaxes .............
Otherreceipts. ...........

Total receipts. . . ........

National defense..........
Social Security ...........
Medicare ...............
Income security. ..........
Health ............... -
Veterans benefits and services . .

Education, training, employment
and social services. . .....

Transportation. . ..........
Other programmatic functions ...
Netinterest .............
Undistributed offsetting receipts . .

Totaloutlays . ............. 1,653 1,723

Unified surplus . . ......

. 828 869 902
R 189 182 187

572 609 636

. 58 68 65
“e 75 78 82

. 660 686 712 739

918 948 975 1,023
193 199 208 217

67 69 71 73
87 96 100 105

1,722 1,806 1,872 1,

925 1,998 2,066 2,157

... 269 277 278
... 379 393 409
... 193 205 218
... 233 243 257
... 132 143 153

42 43 45
55 60 65
... 40 43 46

114 129 130

- 243 227 215

(47) (40) (42)

289 296 305 313
427 447 469 491
232 237 255 269
268 278 287 299
162 173 186 198

46 48 50 52
66 66 69 71
49 50 21 53

136 140 143 149
208 199 192 185
(45) (51)  (46) (47)

1,774 1,

838 1,883 1,961 2,033

S 69 83 98

87 115 105 124
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programs under current law. That is,
they may. be used to. project if future
resources can sustain public services

and meet obligations as they come

due. In this way, they can warn of fu-

~ ture problems inherent in current law.

They also can provide a benchmark
against which tax and spending pro-
grams can be compared. Current ser-
vices estimates are useful in assessing
the magnitude of proposed changes.
Also, they can provide an analytical
perspective of Government by show-
ing thé short- and medium-term di-
rection of cuirent programs.

- The .pr_eceding.SChédﬁle presents

the actual budget results for fiscal
1998 and the current services esti-
mates for all Federal taxes and
spending programs for the subse-
quent 6 years. It shows receipts by
source and outlays by function.
The estimates for these years are
identical to the current services es-
timates in the President's budget
for fiscal 2000. The following esti-
mates use the-same economic, pro-
grammatic and other technical as-
sumptions as that documerit.




L IELL

fa

IV INEA 1)) b

NOTES . TO: THE FINANCIAL STATEMENTS

United States Government

‘Notes to the Financial Statements
_:j;for the Ye‘a_r Ended September 30, 1998

Note 1. Summary of Significant Accounting Policies

. part of the Federal Government. The
Appendix lists Government éntities

. included in'these financial statements

. and also contains a partial list of enti-

~ties excluded. For the purposes of this
-. document, “Government” réfers to |
. the U.S. Government. The fi scal year =f
--of the Government eridsiSep ‘

30. The financial reporting penod is.

‘the same used for the annual budget.
Material 1ntragovemmental transac-

~ tions were eliminated in consolida-

.-tion, except as described in Note 16.

ThlS Financial Report iricludes the * | .-~
- financial status and activities'of the | -
executive branch and portions of the |
legislative and judicial branchesof |-
the Government. This includes those -
- Government corporations that are

transactions-and exchange trans-
“actions. Non-exchange.revenues
-:arise primarily from- exercise of
the Government’s power to tax
1+ andlevy duties, fines and penal-
_ties..Exchange (earned) revenues
arise when a Government entity
provides goods and services to the
public for a price: -
' Nori-exchange-revenue is rec-
nged when received. Total rev-

provides the goods or services::

in Federal taxes receivable. Re-
funds:and other offsets are: -
recognized when.disbursed and
netted against non-exchange rev-
enue.

Earned revenue represents rev-
enue earned from user charges
such as admission fees to Federal
parks, insurance premiums, and =
fees on Federal housing and loan
programs. Earnéd revenue is rec-
‘ognized:'when the Government

pared in accordance with Form and
Content guidance specified by the
Office of Management and Budget
~ (OMB) and the Statements of Fed-

eral Financial Accounting Stan-
dards-(SFFAS). This basis. of ac-

. expenses when incurred. It recog-

‘modified cash basis of accounting.
« Remlttances of non exchangerev—

[N

_ -'legally collecttble 'vThls ba51s of =
_.accounting also recognizes re- .

' ‘Exchange revenues are recogmzed

“counting generally recognizes

. . nizes non-exchangetevenuesona

ifunds and related offsets of ..
inons exchange revenues when
measurable and legally payable. .

when earned. This basis of ac- .
counting differs from that used for
budgetary reporting. This fiscal
‘year, four accountmg standards be-
came effectlve pertammg to prop-
and equlpment manage-
0st ountlng,,_ evenue and .
,ﬁnancmg sources; and sup-
plementary stewardshlp reporting.

‘_ obhgate and loan
tees committed after ‘Septem-
91, are recorded based on
‘présent’ value of" net cash-flows
estimated over the life of the- loan or

guarantee. Direct loans made prior to
October 1, 1991, may be recorded un-
~detthe present-value method or'the
' allowance-for-loss method, The al-
* lowance-for-logs method reduces the
'} outstanding principal by an allow-
- ance for uncolléctible amounts when
it is more likely than notthat the loans

will not be collected in full. Liabili-
ties related to loan guarantees com-
mitted before October 1, 1991, may

. berecorded under the present-value
© method or the allowance- -for-loss
~ method by the amount the agency es-

timates will more likely than not re-
quire a future cash outﬂow to pay de-

' fault clalms
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“Taxes receivable” prlmarxly con-
sist of uncollected tax assessments,
penalties and interest when taxpayers
have agreed the amounts are owed, or

a court has determined the assess-' ;
ments are. owed This Financial Re- -
port does not include unpaid assess-

ments when nelther taxpayers nor a

court has agreed that the amounts are -
owed (compliance assessments) and .

the Government does not-expect fur-
ther collections due to factors such as
the taxpayer’s death, bankruptcy or
insolvency (write-offs). Taxes re-
ceivable are reported net of an allow-
ance‘for the eéstimated portion
deemed to be uncollectible.

“Inventories” are valued.at his-
torical cost. Historical cost meth-
ods include first-in-first-out,
.weighted average and moving av-
erage. Estimated repair costs.re-

~duce the value of inventory held
for repair. Excess, obsolete and .
unserviceable inventories are val-

-ued at estlmated net. reahzable
.values ' : '

~ NOTES To THE FINANCIAL STATEMENTS

“Pension and retirement health -
benefit expenses” are recorded
‘durxng the time employee ser- | -

|vices are rendered. The related Ii- |
“abilities for defined benefit pen-
-sion plans and retirémént health "

. less the estimated present value of
future normal cost ‘contributions..
“Normal cost” is the portion of
- the actuarial present value of pro-:
jected benefits allocated, under
-the actuarial method, as expense
- for employee services rendered in -

and losses(and prior and past ser-

vice cost, if any) are recognized: |

nnmed1ately in the year they oc-,
. cur, w1thout amortlzatlon '

“Environmental liabilities” are re-
corded at the estimated current cost to
remediate hazardous waste and envi-
ronmental contamination, assuming

the use of current technology :
Remediation consists of removal,.

treatment and/or safe containment,
Where technology does not exist to
‘clean up hazardous waste, only the
estimable portlon of the llablhty, typ-
1cally safe contamment 1s recorded

“Property plant and equlp-
“ment" used in Government opera-
tions is carried at cost. Deprecia-
tion and amortlzatlon expense’
'applles to property, plant and
equ1pment except land, llmlted

‘national defense assets and construc-

duratxon land rlghts heritage assets :

tion in progress. It is recognized using -
the stralght-lme method over the as-
sets’-estimated usefiil lives.” |

'The Government Management Re-' |
.. positary and fiscal agent. They pro-

form Act does not require the legisla-
tive and judicial branches to report

their’ financ1al information to Trea-' ‘

sury. Therefore, this Financial Report
does not mclude most property, plant
and equlpment in use by those enti-
ties.

benefits are recorded at estimated |
present value of future benefits, |

the current year. Actuarial gains |

© gencies.

Llabllmes for. cont1ngenc1es are

_recognized on the Balance Sheet

when both:
* A past transactlon or event has
occurred. :
+. A future outflow or other sacri-
ficé of resources is probable and
measurable, - ,
‘The estimated contmgent hablllty

* may be'z a specific amount or a range
- of amounts If some amount within
~ the range is a better estimate than any

-other amount within the range, then

that amount is recognized. If no

- amount within the range is a better es-
- timate than any other amount, then

the minimum amount in the range is
recognized.

‘Contingent llablhtles that do not
meet the above criteria for recogni-

- tion, but for which there is at least a
 reasonable possibility that a loss has

‘been’ incurred, are disclosed in Note
15= Commltments and Contm—

A liability for social insurance pro-

.grams (Social Security, Medicare,
‘railroad retirement, black lung and
‘unemployment) is recognized for any

unpaid amounts due as of the report-
ing date. No liability is recognized for
future-benefit payments not yet due.

- For further information, see the Stew-

ardshlp Information sectlon on socml
1nsurance o

Federal Reserve Banks (FRBs),
which are not part of the reporting en-
tity, serve as the Government’s de-

cess Federal payments anid deposits to
Treasury’s account and service Fed-
eral debt securities. FRBs owned
$477.9 billion of Federal debt securi-
ties-held by:the public as-of Septem-
ber 30, 1998. FRB earnings that ex-

~ceed. statutory amounts of surplus




established for Federal banks are paid
to the Government-and are recog:
nized as non-exchange revenue.
Those earnings totaled $24.6 billion
for the year ended September 30,
1998. The primary source of these
earnings is from interest earned on
Federal debt securities held by FRBs.

Note 2. Cash and

NOTES TO THE FINANCIAL STATEMENTS

: FRBs issue Federal Reserve notes
the circulating currency of the United
States. These notes are collateralized
by specific assets owned by FRBs,
typically Government securities.
Federal Reserve notes are.backed by
the full faith and credit of the U.S.
Government N

- The Government does not guaran-
tee payment of the liabilities of Gov-
ernment-sponsored enterprises such
as the Federal National Mortgage As-
sociation or the Federal Home Loan
Mortgage Corporation. These enter-
prises also are excluded from the re-
porting entity.

Other Monetary Assets

“Cash,” in the amount of $42.2 bil-

lion, consists of::

. Treasury balances held at the

FRBs, net of outstanding checks.
Ce Treasury balances in special -

deposrtarles that hold the proceeds

- of certain tax payments known as
the U. S. Treasury Tax and Loan
" Note accounts. :

» Funds held outside of Treasury

and the FRBs by authorized fiscal

officers or agents.

» Monies held by Government

collection and disbursing officers,

agencies’ undeposited collections,
unconfirmed deposits, and cash
transfers.

» Time deposits at ﬁnanc1a1 mstl-

tutions.

- The Government mamtams formal
arrangements with numerous banks to
maintain time deposits known as
“compensating balances.” These bal-
ances compensate the banks for ser-
vices provided to the Government,
such as maintaining zero-balance ac-
counts for the collection of public
monies

“Gold” is valued at the statutory
price of $42.2222 per fine troy ounce.
As of September 30, 1998, the num-
ber of fine troy ounces was
260,928,196. The market value of
gold on the London Fixing as of the
reporting date was $293.85 per fine
troy ounce. Gold was pledged as col-
lateral for gold certificates issued to
the FRBs totaling $11.0 billion. See
Note 13—Other Liabilities. .

Cash and Other Monetary Assets "

as of September 30

(In billions of dollars)

Domestic monetary assets
International monetary assets

~Total cash and other monetary assets. ..... “

42.2
11.0
1.2

42.4 . .
96.8

“Domestic monetary -assets" con-
sist of liquid assets, other than cash,
that are based on the U.S: dollar in-
cludlng coins, silver bullion and
other coinage metals. These items to-
taled $1.2 billion.

- Assets valued on a basis other than
the U.S. dollar comprlse “Interna-
tional monetary ‘assets.”

The U.S. reservé position in the In-
ternational Monetary Fund (IMF) rep-
resents an investment in the IMF. The

_IMF provides financial assistance to .

about 180 countries including the
United States. It seeks to promote cur-

rency exchange stability. Only a por-

tion of the required payment to the
IMF was paid in cash, with the re-
‘mainder treated as a subscrrptlon The

recorded balance is shown net of the

subscription portion, which represents
a letter of credit payable to the IMF.
As of September 30, 1998, the re-
maining available balance under the
letter of credit totaled $14.9 brlllon

The U.S. reserve position in the IMF
has a U.S. dollar equivalent of $21 2
billion as of that date. ,

Special drawing rights (SDRs) are
interest-bearing assets obtained

through either IMF allocations, traris-
-actions with IMF member countrles

or interest earnings on SDR holdings.
Treasury’s Exchange Stabilization
Fund held SDRs totaling $10.1.bil-

. lion at the end of fiscal 1998. Those

holdlngs are similar to an investment
in the IMF.

At September 30, 1998 “Other lia-
bilities” included a $6 7 billion inter-
est-bearing liability to the IMF. This

. liability consisted of SDRs obtalned

through IMF allocations.

The SDR Act of 1968 authorized
the Secretary of the Treasury to issue
SDR certificates to Federal Reserve

“Banks (FRBs) in exchange for cash.

The value of these certificates cannot
exceed the value of the SDR hold-
ings. The Secretary.of the Treasury
determines when the SDR certifi-
cates can be redeemed by the FRBs.

“The liability for such redemptions,

which totaled $9.2 billion at the end
of the fiscal year, is included in Note
13-Other Liabilities. . .
International monetary assets also
include foreign currency and other

. monetary assets denominated in for-

eign currency. These assets have a
U.S. dollar equlvalent of $42.4 bil-
lion. - s
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Note 3. Loan Programs

The Federal Government uses two
methods, direct loans and loan guar-
antee programs, to accomplish the
same goals. These goals are to pro-
mote the nation’s welfare by making

direct loans and guaranteed loans to

segments of the population not ade-

quately served by non-Federal insti-

tutions. For those unable to afford
credit-at the market rate, Federal

credit programs provide subs1d1es in
the form of direct loans offered atan”

interest rate lower than the market
rate. For those to whom non-Federal
financial institutions will be reluctant
to grant credit because of the highrisk -
involved, Federal credit prograims
guarantee the payment of these
non-Federal loans and absorb the cost
of defaults.

The total estimated cost represents
the allowance for loss and subsidy

“cost for direct loans and the loan guar-
" antee hablhty for: guaranteed loans

Federal Loan Programs as of September 30

{in. bnhons of dollars)

-Face Value Total'v: .

"Net_ ‘ t.oa ns

Rural electrification and telecom-
munications loans are for the con-
struction and operation of generating
plants, electric transmissions, and
distribution lines or systems. These
loans carry an average maturity of
greater than 20 years and are usually
secured.

The major programs funded though
the Rural Housing Insurance Fund
program account are:

+. Very low and low-to-moderate

*income home ownership loans

and-guarantees.
* Very low-income housing re-
pair loans.

Arhount :

" - “Recelvable Guaranteed . Percent of Face
of Loans - Estimated Cost - (Includes by the Fed- Value of Loans Guar-
: : .~ Out-. . . to the Federal related In- eral Govern-. anteed by the Fed-
Loan Program standlng __Government - terest) ment . eral Government
Direct Loans: L e
Rural development. . ... "“70 1 1514 - 'B5.0
Student loan programs.. 543" . 117 . 426
‘Commodity Credit . - ’
. Corporation. . . ... ... 18.0. 11.1 8.9 ..
" Agency for Internatlonal ‘ T I T
. Development ....... 423" .87 . ' ' ‘@
Housing programs Ceee 1190 05t . 114
Farm Service Agency. ... - 9.7 0.8 - 8.9
Export- Import Bank..... - 9.3 3.0 6.3
Small business loans. . .’ 9.2 1.8 7.4
All other direct loan S ;
programs ... ... ... .. 26.6 49 . 21.7 ‘
- Total loans recelvable _ L P
(see Balance Sheet)............ ivasaiaenas_ 1668
Guaranteed Loans' AP S o
CFHALL L HRRE 9.4 . . 476.6 91.8
VA housmg credlts(.;... 4.7 . - . 70.0 - - 34.4
.Guaranteed student o R G e SEME :
< loansi. v e Pl R - 11.6 1103 ’ 98.0
© Small Business L
Administration ...... 1.5 30.6 81.6
Commodity-Credit Al : o o .
- Corporation. .. ...... : 228 6.1 228 100.0
All other guaranteed : e SR '
loan programs. ....... .397 ‘4.4 34 o 85.6
Total loan guarantee g ' o
Iiabllltles (see "
“Balance Sheet) . ... ... 37.7
Total_for all .loan : o .
programs . ... ... 1,156.9 _ 923

i

Toun
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* Domestic farm labor housing

“loans.

o Housing site loans. =~
-« Credit sales of acqulred prop-

erty.

Loan programs are limited to rural
areas that include towns, villages and
other places that are not part of an ur-
ban area. The majority of these loans
mature in excess of 25 years and are
secured by the property of the bor-
rower.

The Direct Student Loan program,
established in 1994, offers four types
of education loans:
Unsubsidized Stafford, PLUS for par-
ents and consolidation loans. Evi-
dence of financial need is required for
a student to receive a subsidized
Stafford loan. The other three loan
programs are available to borrowers
at all income levels. These loans usu-
ally mature 9 to 13 years after the stu-

dent is no longer enrolled. They are -

unsecured.

The Agency for Intematlonal De-
velopment provides economic assis-
tance to selected countries in support
of U.S. efforts to promote stability

ity interests in strateglc re-

Stafford, "

-—credit

NOTES TO THE FINANCIAL STATEMENTS

The Export-Import Bank aids.in: ﬁ-
nancing and promoting U.S. exports.

To accomplish its- objectlves ‘the -

bank’s authority and resources are
used to:
+ - Assume commercial and polm-
~cal risk that exporters or private’
institutions are unwilling or are -
unable to undertake.
* Overcome maturlty and other ,
limitations in private sector fi-
nancing.
» Assist US. exports to meet for-
eign officially sponsored export
credit competition.
» Provide leadership and guld-
ance in export financing to the -
U.S. exporting and banking com-
munities and to foreign borrowers.
Repayment terms. for these loans
are usually 1 to 7 years.
The Federal Housing Administra-

tion (FHA) prov1des mortgage insur-,
ance encouraging lenders to make

available -to expand
‘homeownership. FHA predominately
serves borrowers that the conven-
tional market does not adequately

Note 4. Taxes Receivable

ol

serve such as first-time homebuyers,

67

- minorities, lower-income families

and resrdents of underserved-areas. .
The Federal Family Education
Loan program, formerly known as
the Guaranteed Student Loan pro-
gram, was established in 1965. Like
the Direct Student Loan program, it
offers four types of loans: Stafford,
Unsubsidized Stafford, PLUS for
parents-and consohdatlon loans.
Veteran housing benefits provide
partial guarantee of residential mort-

- gage loans issued to eligible veterans

and servicemen by private lenders.
This guarantee allows veterans and
servicemen to purchase a home with-
out a substantial down payment.
Other loan guarantees include:
Small Business Administration loans
to minority businesses; and the Farm
Service Agency for farm ownership,
emergency and disaster loans.
-~ The subsidy expense is the esti-
mated cost of current-year loan dis-

-bursements and Joans guaranteed.

The subsidy expense incurred in
fiscal 1998 totaled $1.0 billion..

(In bllllons of dollars)

Taxes Recelvable as of September 30

T R R I P R

Gross taxes recelvable e DENCE TP i e weee,
Allowance for doubtful accounts. P ‘
Taxes receivable, net as’ of September 30, 1998

---------------

829
 55.8
274

...........

Note 5. Inventories and Related Property

: “Inventorles and related‘proper-
ties" consist of the categories listed
below, net of allowance for obsolete

and unserviceable inventory, as of-

September 30, 1998.

“Operating materials and supplies"”
are comprised of tangible personal
property purchased for use in normal
operations..

“Materlals and supplies held for fu-
ture use” includes tangible personal

property not: readlly avallable in the
market or held because there is more
than a remote chance that they will
eventually be needed. -

“Inventory held for sale” is tanglble '

personal property held for sale, net of
allowances.

“Seized monetary instruments”
‘comprise only monetary instruments.
These monetary instruments are
awaiting judgment to determine own-

' ershrp The related 11ab111ty is'in-

cluded in “Other liabilities.” Other

‘property seized by the Government,

such as real property and tangible per-
sonal property, is:not included as a
Government asset. It is accounted for
in agency property-management re-
cords until the property is forfeited,
returned or otherwise liquidated.

“Forfeited property” is comprised

of monetary instruments, intangible
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property, real property and tangible
personal property acquired through
forfeiture proceedings; property ac-
quired by the Government to satisfy a
tax liability; and unclaimed and aban-
doned merchandise.

- “Stockpile materials” are stra_tegic
and critical materials held for use in

NOTES TO THE FINANCIAL STATEMENTS

naticnal defense conservatmn or na-
tional emergencies due to statutory
requlrements

- “Commodities™ are.ttems of com-
merce or trade that have an exchange
value used to stabilize or support mar-
ket prices.

“Other related property” includes
all other related property not included
above (for. example property. ac-
quired through m111tary base
closmgs) : SO

N

Inventories and Related Property as of September 30 o
(in billions of dollars) ) Defense All Others Total _
Inventory held forsale . .. ... ............. '69.4 05 69.9
Stockpile materials . . ... e e e 43 377 42.0
Opetating materials and supplies . .......... 31.1 2. 6. 337
Materials and supplies held for future use: . ... 20.3 0. 1 - .. 204
‘Commodities. . . . . L B T 5 R b S
Seized monetary mstruments e . o2 02
'Forfeited property ..:......... SRR o 0@ e ol
“Other related property . . . . .. R C o1 AT o & SR
Total mventones and related property 125.2 L ieeg e

land, buildings, structures and other
assets used to provide goods .and ser-
vices. Certain types of tangible assets,

collectwely‘referred to as “Steward- '
¥ are not reported as prop- ;

ship-assets;’
ST t,and equlpment or else-h

Yo P qu ,
consist. of tangible assets including -

tional defense assets,” “Heritage as-

-sets” and. “Stewardshlp land.” These
assets are presented.in the Steward-" . *. . .0
“gshlp Informatlon sectlon Accord— B

based on accountmg standards that .
became effective for fiscal 1998.
“Stewardship assets” includé’“Na- *

al statements re-
flecta prior period adjustment of
$655.5 billion to remove the steward-
+ship ‘asséts previously capitalized on
the Balance Sheet. (See Note
-14-Prior Period Adjustments.) -

] lllons of dollars

Property, Plant and Equlpment as of September 30

Accumulat d

_ , st Airlortlzatlon S Net -
'?'?Bundmgs, ‘structures’ and-facilitiés . . . . 269:3 T429B 39,8
| Furniture, fixtures  and equipment. . .. .. 159.6 . .739. . 857
‘Construction in Progress .. .......... 51.5 .  51.5

 Land and land improvements-. - . . . . . 18.3 - 3. 170
‘Automated data processmg software ... . 28 16. 1.2

Assets under capital lease.”. ... ... 23 04 .19
_Leasehold improvements. . . . . .. SR 1.9 0.7 1.2

‘Other property; plant.and equipment. ... . . . 4.0 LT 1.0
Total property, plant and equipment .. 508.7 207.4 299.3

9 7 2 e b
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Note 7. Other Other Assets as of s'ept:emberso

Assets RS
_ (In biltions of dollars) »

“Other assets” consist of ad- | Advances and prepayments . ............... = 132
vances and prepayments, securi= ;
ties and investments, and other as- Securities and investments . .. ............. 19.1
sets of the Government not Other .. . .... R e BN '27‘;6 :
otherwise classified. Securities are Total other assets. .. .......ovuerern... 59.9

shown at cost, net of unamortized .
premiums and discounts.

Note 8. Accounts Payable as of September 30

Accounts (In billions of dollars)

Payable | Agency:

‘ Interest on Treasury securities held by the publlc ... 5455
: o DOD. 13.7
~“Interest on Treasury securities ‘| U.S. Postal Service . . S : 4.1
held by the public" is the amount of . | .Agrlculture S T R~ DY
interest accrued on Federal debtsect- ' | 'VA ... ... [0 uh.iieiannnsinnainahin. 300 0
u |~ NASA : S 290,

and'not. pald as:of. September 30, ‘| . OPM: . g
1998. Other accounts payable are for | - HHS , S ST
goods and other property ordered and , ‘ 0.4
received, and for services renderedby ~All.other departments ....... e AR I . %
other than employees T : Total accounts payable.................... ' 90.0

Note 9. Federal Debt Securities Held by the Public

+“Feéderal debtheld:by the pubhc"
, totaled $3,717.7 billion at the end of
Deﬂl‘ﬂtlons of Debt “of L fiscal 1998, The'table on'Federal
Debt Securities Held by the Public re-
» Gross Federal Debt AII Government debt, whether |ssued flects information.on borrowing to fi-

by Treasury (Treasury securities) or by other agencies ‘nance Government operations. Debt
(agency securities). “Gross Federal debt” is either held by is shown at face value, with unamor-
the public or by Government entities. ' tized premiums added and unamor-
» Debt Held by the Public - Federal debt held outside the tl{?&ggcgsggétzgcﬁﬁamgs re )
Government by individuals, corporations, State or local gov- resent thgat ortion of the gross Feg-
ernments, the Federal’ Reserve System, foreign governments, eral debt hell)d as investments by Gov-
and central banks. ernment entities, including major trust

« Intragovernmental holdings - Federal debt held by Govern- | = funds. For more information on trust

ment trust funds, revolving funds and special funds. funds, see Note 17-Dedicated Col-
. L lections. Intragovemmental holdings

" “were eliminated in consolidation.
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Securities that represent debt held
by the public-are primarily issued by
Treasury and include:

* Interest-bearing marketable se-

curities (bills, notes and bonds).

- » Interest-bearing nonmarketable
securities (Foreign government

series, State and local government

series, domestic series and sav-

NOTES TO THE FINANCIAL STATEMENTS

+ Non-interest bearing debt (ma-
tured and other debt).
As of September 30, 1998, $5,439

billion of Federal debt was subject to -

a statutory limit (31 United States
Code 3101). That limit was $5,950
billion. The debt subject to the limit
includes: ,

» Debt held by the public and

most agency securities, Federal
Financing Bank debt, mlscella-
neous debt and unrealized dis-
count on Government account
- series securities.
* Unamortized net discounts on
public issues of Treasury notes
and bonds (other than
zero-coupon bonds).

- ings bonds). intragovernmental holdings, less
Federal Debt Securltles Held by the Pubhc as of September 30'
Net ' Average
Innlng Change  Ending Interest
alance During  Balance Rate Dur-
Oet. 1, Fiscal = Sept. 30, ing Fiscal
{In billions of dollars) 1997 1998 - 1998 1998
Treasury Securities: : ' ‘ ;
Marketable securities ................... ... 3,439.8  (108.8) 3,331.0 6.556%
Non‘marketable securities .. ................ 1,967.7 220.0° 2,187.7 6.903%
Non-interest bearingdebt. .. ................. 5.6 1.9 - 7.5
Total Treasury securities. .. ................ 5,413.1 1131 55262
-Plus: Unamortized premium o : o
~.onTreasury securities. .................. 20.2 (3.3) 16.9
: Less. Unamortized discount ‘ “
on Treasury securities. ... ............... 7872 0.7 78.9
" Total Treasury securities, ‘
net of u_namortized premiums
anddiscounts . ... ... L. 5,355.1 109.1 5,464.2
Agency Securltles. , : L o ,
Tennessee Valley Authonty D S R LT '(0_7') 267
Al Other Bgencies”. . . & ..o onsvess i 58 34 27 -
Less: Unamortized net discounts . ... . . .. e OB (0.1) 0.4
k Total agency secuntles net of unamortized . | , o
premlums and dlscounts. e e 32.7 (3.7) 20.0
 Total Federal debt. ......... 0. ...l 5387.8  105.4 5493.2
Less lntragovernmental holdings, o
net of unamortized premiums ’ -
anddiscounts.. .. ...... i iniiann.. 1,619.6 155.9 :1,775.5
otal Federal debt secuntles ; o
_ held by the public ... ....... ... 3,768.2 (50.5) = 3,717.7
Types of marketable securities:
.'Bllls—Short term obhgatlons issued with a term of 1 year or less.
Notes—Medlum term obllgatlons |ssued with a term of at least 1 year, but not more than 10 years.
Bonds—-Long term oblngattons of more than 10 years.
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Intragovernmental Holdings. . ' '
Federal Debt Securities Held as Investments by Government Accounts
as of September 30 \ S NS

- Beginning Ending

Balance Net Change Balance .
Oct. 1, During Fiscal Sept. 30,

{In billions of dollars) . L Lo . 1997 - 1998 1998 J

Holdings Greater than or Equal to $100 VB_iIIIon:'

SSA, ‘Old-Age and Survivorsj lthrance ceees . . e ' 567.5 858 653.3
OPM, civil service retirement and disability. . .. .. P 4221 29.2 451.3

~ DOD, military retirement ..... e ............ 126.0 2 7_3.' " 133.8
| HHS, Hospital Insurance Fund. .. . .............. 116.6 1.7 | 118.3
Subtotal . . . .. L . e, .............. 1,232.2 12),_5 : 1,356_7

Holdings Less than $100 Biilion
and Greater than $15 Billion:

- SSA, disability insurance. . .........o0iiiiaan.. e ‘:. 63.6 | 13.4 - 77.0

Labor, unemployment.......... . TR | 61.9 87 70.6

- HHS, supplementary medical insurance . .............. 34.5 50 & - 39.5'
FDIC fqnds ..... e e e | 37.4 1.7 39.1

j Railroad RetirementBoard ................ e 19.2 - 26 218

: OI5M‘,:‘Emponees Life Insurance. e e .. .+ - 18.0 . | 1'4' 3 194

| Tranepehation, Highway Trust Fund . .' ................ 7 22_3 “ (4,4} 179

| Treasury, Exchange Stabilization Fund .. .............. 155 - 0.5 1 16.0

Subtotal . .......... ........ e e . 272.4‘ - 289 | 3013

Other programs and funds. ...... e EERERP | 102.8 10.0 112.8
Subtotal . ........... et 1,607.4  163.4 | 1,77'0_8,

: Plus: Unamortized netpremiums. . ... cvvvive i enn 12.2 (7.5) . 4.7
Total intragovernmental ‘holdings. . ............ L. 16196 1559 1,7755

71
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NOTES TO THE FINANCIAL STATEMENTS

Note 10. Federal Employee

and Veteran Benefits Payable

¢

benefit plans.

The Government offers its employees both c1v111an and m111tary retirement’
~ beneﬁts, life and health insurance, and other benefits. 4
j¢ The Federal Government administers more than 40 pension plans The larg-
" est are administered by the Office of Personnel Management (OPM), for civil-:
ian employees, and by DOD, for military personnel. The Government has both
defined benefit and defined contrlbutlon pensmn plans The largest are defined-

Federal Employee and Veteran Benefits Payable as of September 30

' (In billions of doltars) - Clvilian Military. Total
Pension liability . ........... 996.4 650.5 1,646.9
Health benefits payable ... ... _ 181.8 223.4 405.2
Veterans compensation . S L
and burial benefits ........ . 578.1 578.1
Liability for other-benefits . . . .. 34.1 ‘ '20.8 . ' 54.9 :
Total Federal employee and T ‘ e
‘veteran benefits payable. . 1,212.3 41,4728 . - 5 26854 i
Change in Actuarial Accrued Pension Liability
and Components of Related Expense
(1n bilions of dollars) Clvillan * Military Total
Actuarial. accrued pension liability, _ ‘ , L S SRR
as of September 30, 1997 ... ...... Cenea 965.0 641.7 . - 1,606.7
Pensmn Expense: ' ‘
Normalcosts .........oviiliiiniininn .. 237 16.6 40.3
Interest on liability. ... ........ ... .0 ... L 65.9 ~41.0 . 1069 -
Actuarial’(gains)/losses .......... J (20_-_é) (17.6) . (38.4)
. .Total pension expense. e e e e ‘- 68.8 S 40.0 108.8 .
' jBenef”ts Paid ..o e e e e ' (43.5) 7 (31.2)° (74 7).
 Actuarial accrued pension llablll , 0.3 6505 8
as of September p30 1998 .. ty ........... 990.'3' - 65_0'5‘ ‘ 1 640.8
,1 Does not include U S Tax Court judICIa| branch or the DC government
Slgmficant Assumptlons Used -
*m Determmmg Pension Liability and the Related Expense S
(In percentages) ' Civillan - -Military
Rate of interest............................ .. 7.0% 6.5%
Rate ofinflation. .. ........................... 4.0% 2.1%
Projected salary increases . ..................... 4.3% 2.8%




: Change in , Actuarial Accrued Post-Retuement Health Benef'ts L|ab|l|ty )
,'and COmponents of Related Expenses e T e
(In bllllOl‘lS ofdollars) '. : o . B :‘civmanl ; '» Millt,_ar‘y‘ N Total
Actuarial accrued post-retlrement health benefnts, o A
as of September 30, 1997. ... . ... o Lot i ' 164.3 218.0 382.3
Post-Retirement Health Benefits Expense: ' ‘
. Normal costs. ... . . e et e e 6.1 8.0 121
‘ Interest onliability. ... i i 119 " 14.7 " 26.6
Actuarial (gains)/losses . ................iueiie 6.0  (8.5) (2.5)
Total post-retirement. health benefits expense ........ = 24,0 12.2 36.2
Claims paid. .. ....ovivnve i Veidie i i (6.5) (6.8) (13.3)
- Actuarial accrued post retlrement _
223.4

NOTES TO THE.FINANCIAL . STATEMENTS

health benef‘ ts llablllty, as of September 30 1998 .

181.8

405.2 |

| S|gn|f' cant Assumptlons Used
| in Determining Post-Retnement Health Benef‘ts L|ab|l|ty and the Related Expense

(In percentages) ! : CIvlllan - Military
Rateoflnterest....'."’.’...,.";‘,.‘.‘..'.”.,‘._,;;[.‘ ' 70% '_ 6.5%
'Rate of health care: |nflat|on. e 7.Q% = 2.5% - 8.0%

Pensions
- The largest civilian pension plan is
administered by OPM and covers ap-

proximately 90 percent of all Federal -

civilian employees. It includes two
components-of defined benefits: the
Civil Service Retirement System
(CSRS) and the Federal Employees’
Retirement System (FERS). The ba-
sic benefit components of the CSRS
and the FERS are financed and oper-
ated through the Civil Service Retire-
ment and Dlsablhty Fund (CSRDF).
CSRDF monies are generated primar-
1ly from employees, agency contribu-
t1ons payments from the general fund

and interest on investments in Federal
debtisecurities. For-further discus-
sion, see Note 17-Dedicated Colléc-
tions, Civil Service Retlrement and
Dlsabxllty Fund.© -

The Federal Retlrement Thnﬁ In-

' vestment Board, an independent

Government agency, operates the

Thrift Savings Plan. Federal employ-

ees and retirees covered by CSRS and

FERS own the fund’s assets. For-this -

reason, the fund is excluded from the
Financial Report and the fund’s hold-
ings of Federal debt are considered
part of the Federal debt held by the

by the Government. FERS employees
may contribute up to 10 percent of
‘base pay to the plan, which the Gov-
ernment matches up to 5 percent.

CSRS employees may contribute up
to 5 percent of base pay with no Gov-

. ernment match.

‘The Thrift Savmgs Plan held $26.5'
billion of nonmarketable Treasury se-:
curities as of September 30, 1998 and.
is included in “Total Federal debt se-
curities held by the pubhc” in the Bal-
ance Sheet oo 1

Health Benef'ts

Civilian retirees pay the same in-

‘surance premlums as-active employ-'

ees under the Federal Employee.
Health Benefits Program (FEHBP).
These premiums cover only a portlon‘
of the costs: ’

: € he - Other Benefi ts ,
public, rather than Federal debt held

"Employe¢ and annuitant contrlbu-‘
tions, and interest on investments
fund a portion of the Federal Em-
ployees Group Life Insurance pro-
gram. This insurance program fi-
nances-payments to private insurance’

-companies for Federal employees’

group life insurance. It is adminis-
tered by OPM.
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Pensions

The DOD Military Retirement
Trust Fund accumulates funds to fi-
nance liabilities of the Department
under military retirement and survi-
vor benefit programs. The Fund
provides retirement benefits for
military personnel and their survi-
vors.

The military retirement system
applies to the Army, Navy, Marine

_ Corps and Air Force. The system is
- a funded, noncontributory, defined
- benefit

plan. It includes
non-disability retirement pay, dis-

_ ability retirement pay, retirement
“pay for reserve servrce and survrvor

annuity programs.

Health Benefits
Military retirees and their de-

pendents are entitled to health care
in military medical facilities if the
facility can provide the needed care.
Until they reach age 65, military re-
tirees and their dependents also are

entitled to health care financed by
: TRICARE (formerly CHAMPUS).
No premium  is charged for

TRICARE financed care, but there

“are deductible and copayment re-

quirements. After they reach 65

years of age, military retlrees are
entitled to Medicare.

Military retiree health care in-
cludes the cost of buildings, equip-
ment, education and training, staff-
ing, operations, and maintenance of
military medical treatment facili-
ties. They also consist of claims
paid by TRICARE and the cost of
administering the program

Compensation

and Burial Benefits
Veterans compensation is pay-

able as a disability benefit or a sur-

vivor’s benefit. Entitlement to com-

pensation depends on: the veteran’s

-disabilities incurred in, or aggra-~ -

vated during, active mllltary ser-
vice; death while on duty; or death
result_ing from service-connected
disabilities, if not in active duty-
Burial benefits include a burial
and plot, or interment allowance
payable for a veteran, who at the
time of death, was entitled to re-
ceive compensation or.a pension, or

whose death occurred in a VA facil-

.: The liability for veterans com-
pensation and burial benefits pay-
able increased in fiscal 1998 by
$381 billion. “The prrmary factors‘

- contributing to this-increase were

-ogy and the interest rate assump-

, Other Benef‘ ts

_following programs: United States

- erans Insurance and Indemnities,

‘and Servicemen’s Group Life: In-

‘sued, approximately 1.9 million re- -

changes in the actuarial methodol-

tions.

Due to these changes; the State-
ment of Net Cost line item titled
“Veterans benefits and services” in-
creased by $109.4 brlhon

Veterans insurance includes:the

Government Life Insurance, Na-
tional Service Life Insurance, Vet-

Veterans Special Life Insurance,
Veterans: Reopened Insurance, Ser-
vice Disabled Veterans Insurance,

surance,

The National Service Life Insur-
ance was established in 1940 for -
World War I servicemen and veter-
ans. It remained open until 1951. Of
the original 22 million policies is-

main. This program limits coverage
to $10,000.

Veterans Special Life Insurance
was established in 1951 for service-
men who served in the Korean War
and in the post-Korean period
through 1957. Approximately
800,000 policies were issued, of

whlch 240,000 remain.

Veterans COmpensatiori -
and Burial Benefits: Payable

_as of September 30

- (In brll_lons of doliars) )
Veterans .. .....ovuiien it T A S I 823
SUNVivors . ... . ... e e e 112.1
Burial benefits . .. ....... PR e PR e, o 3.7

Total "compensation and burial behefité payablé‘ ............. © 5781
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Note 11. Environmental Liabilities

During World War II and the Cold
War, the United States developed a

massive industrial complex to re-

search, produce and test nuclear
weapons.. The nuclear weapons com-
plex included nuclear reactors, chem-
ical processing buildings, metal ma-

chining plants, laboratories and .

maintenance facilities. The costs as-
sociated with removing, containing

and/or disposing of hazardous waste -
from the properties comprise the re- :

sulting environmental liabilities. “En-

vironmental liabilities,” in this report, .
apply only to required cleanup costs.

from Federal operations known to re-
sult in hazardous waste resulting from
approved Federal, State, orlocal stat-
utes and/or regulatlons

Energy incurred operating and cap--
ital expenditures totaling-$6.3 billion

in fiscal 1998 to remediate legacy

waste. This includes nuclear: materi- .
als and facilities stabilization as well’

as waste treatment, storage and dis-
posal activities at.each installation. -

~ “Environimerital management and
legacy wastes” include costs for envi-
ronmental restoration, nuclear mate-

rial and facility stabilization, and

wasté treatment, storage ‘and dlsposal
activities at each installation. They
also include costs for related activities
such as landlord responsibilities, pro-
gram management, and legally pre-
scribed grants for participation and

oversrght by Native American tribes

- 75

(in billions of dollars) -

Environmental Liabilities as of September 30

Energy
Environmental. management

and legacy waste........ e e 145.1
Active facilifies. . ...... i 19.6
' High-level waste-and spent nuclear fuel 10.7
-Pipeline- facnlltles B P - 7.8
Other ............... S 3.2
. Total Energy ......... e e e e ‘ R 186.4
O v ' ' 34.0
All other agencres e ‘ 4.1
“Total envuronmental IIabllltIeS. cees cees 224.5

and regulatory agencres “Actlve fa-
cilities” represent ‘anticipated
remediation ‘costs for those facilities

deactivation: and decommrssronmg

" DOD/s responsible:for cleaning up
and disposing of hazardous materials
in facilities it operates or has oper-
ated. The Department has recorded a
$34.0 billion liability for these costs.

DOD has not currently recorded ‘any -

liability for national defense:assets
(primarily weapon systéms-like air-
craft, ships and submarines) and am-
mumtlons (prlmarlly hazardous mate-
rials). .

‘ PrOJects ‘with no cutrent feas1b111ty
remediation approach’are excluded
from the estimate. Significant pro-
. Jects not mcluded are _ “ v

» Nuclear’ explosron test areas

- (for example, Nevada test sites),
.« Large surface water bodies (for
‘conducting ongoing operations that ;

example, the Clmch and Colum-

- bia: rlvers)

» Most: ground water (even w1th

. treatment, future use. w1ll be re-
strlcted) ‘
i e Some: speclal nuclear materlal

(for example, uranium
hexafluoride). “

Note 12.

} Benef'ts Due and Payable as of September 30

. {Iri Billions.of dollars) -

e U SV Ve s 12 W0 w8 S 1O

» H Federal Old-Age and Survrvors Insurance ...... 28.9
eneflts Due “Federal’ Hospital Insurance (Medicare Part A) . . 7.8
and Payable Federal ‘Supplemental Medical Insurance =~ -~ e
(Medicare Part B). . ............. .. 11.0
OSSR R LA - Grants to States for Medicaid ........ AR 10.8
These amounts are the beneﬁts ‘Federal Dlsablllty Insurance.. . . .. TR ‘ 6.7 .

N owed to program rec1p1ents or Supplemental security income . ............ 0.9
medical service providers asof the  Railroad retirement . . . . . . e e 0.7
fiscal year end that have notyet  nemployment insurance .. ....... P 05

~ been paid. For a description of the Black lung o A
* programs, see the Stewardship Re- prack 1 f.t ......... S REEREEERRE L 0.1
sponsibilities section ofSteward erbenefits ... ... i i S 0.2

ship Infonnatxon Total benet" ts due and payable. e e 776
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Note 13. Other

Liabilities

; “Insurance liabilities” include
bank deposit insurance, guarantees’
of pension benefits, life insurance
and medical insurance against dam-
age to property (home, crops and air-
planes) caused by perils such as
flooding and other natural disasters,
risk of war, and insolvency. “De-
ferred revenue” refers to revenue re-
ceived but not yet-earned. “Ex-
change Stabilization Fund” includes
Special Drawing Right cettificates is-
sued to the FRBs and allocations
from the International Monetary

Fund. “Other debt” includes Govern-

ment obhgatlons whether. secured or
unsecured, not 1ncluded in publlc

Note 14. Prior

Period
Adjustments

“Prior period adjustments” consist
of all adjustments to’the opening net
position. They correct errors'in a prior
period, or adjust-figures that have
changed due to the unplementatlon of
changes in accounting’ pr1nc1ples If
military service has resulted in any
veterans’ disability or death, VA pro-
vides compensation payments to the
veterans-and their dependents.
Changes in actuarial methodologies

and interest assumptlons ‘resultedin -

an increase in the VA llablhty of
$271.3 billion.
. In addition, DOD has adjusted 1ts

accumulated depreciation in fiscal "

1997, by $32.2 billion. Defense assets
(war reserves such as missiles, air-
craft and vehicles) had to be corrected
by $35.9 billion to reflect the proper
amount. Overstated DOD inventories
required an adjustment of $0.8 bil-
lion.

Transportation changed the value
of its property and adjusted “Accu-
mulated depreciation” by $8.4 billion.
Also, actuarial assumptions for pen-
sions and health benefits accounted

NOTES TO THE FINANCIAL STATEMENTS

| Other Llab|I|t|es as of September 30

Lbllllons of douars)

* |'insurance programs . ... ... L s
| Deferred revenue . ..........
Exchange' Stabilization -Fund . . . .
Otherdebt................
Accrued wages and benefits . . .
Gold certificates. . . .........
Advances from others........
Other miscellaneous liabilities. .

Total other liabilities . . .....

debt. “Accrued wages and benefits”

. consist of the estimated liability for

civilian and commissioned officers’
salaries and wages earned but unpaid.

Tt also includes funded annual leave

and other employee benefits that
have been earned but are unpaid.
“Gold certlﬂcates” are monetarized.

portion of gold and the certificates
are deposited in the Federal Reserve
Bank. Amounts received‘for goods
and services to be furnished comprise
“Advances from others.” “Other
miscelleanous liabilities” consist of
deposit funds and suspense accounts.

.‘Prlor Perlod Adjustments

(In,billions of dollars)

:to the F‘scal Year Begmmng October 1, 1997

Increases to Decreases.to
Net Poslition ' Net Position

Changes in
Accounting Principles:

Total net changes in

‘Other Ad]ustments e
VApensnon....,....v...,,.
DOD. . .... e e .
Transportation ...........
-Railroad- retirement liability .
Liability for loan guarantees

> Qther corrections of errors. -, .

. \ - 68656.2
. “17.1 :

Nat|ona| defense assets . ...
NASA ............... e

accounting principles . . . o
L 273
- 69.9
. 1412

Total net. other adjustments . ;

23.2

 681.7

3398 |

for a further Transportatlon ad_]ust-
ment.of $5.1 billion.

Railroad retirement adjusted its
prlor year actuarial retirement liabil-
ity of $11.4 billion. To be consistent
with this Financial Report, this liabil-
ity was reclassified to stewardship re-
sponsibilities from the Balance Sheet.

National defense assets, as ex-
plained in the introduction to the Bal-
ance sheet, were moved to Steward-
ship Information. The total amount of
$655.2 billion represents a change in

accountmg prmclples for the 1998
Financial Report of the United States
Government and is included in prior
period adjustments.

- Not previously capitalized, “Assets
in'space” in the amount of $17.1 bil-
lion were recorded and represent a
change in accounting principles.
NASA also adjusted accumulated de-
preciation by $20.0 billion. Further, a
change in the capitalization threshold
resulted in a $3.0 billion decrease in

NASA’s fixed assets.
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Note 15. Commitments and Contingencies

_ (In billions of dollars)

[SPTS TTTRRPI NI SN <O SN

Commltments and Contingencies as of September 30

Capltal

Operatlng

.. Total contingencles e s aresnes heeaanas 2852

‘ " Leases Leases
Commitments
Long-term Leases: _
General Services Administration . ... ... e e i e e 1.0 14.8
U.S. Postal Service ... .. T e 0.4 19
Other longterm leases. . . ... ....... e e e e e i e 0.9 - 3.1
Total long-term Ieases. e e e 2.3 25.6
Undelivered Orders: '
HUD .........oovnns e e me e e e e 111.2
DOD ... i i e FO 86.2
HHS ............ P e e e e 40.4
_Education ............ ... e e e 36.9
- Agriculture. .. ... [ P JRP ‘ 15.6
Transportation. .......... e e e e e e e 14.8
R L T T 10.9
: Treasury ................... e e U e R . 6.9
AlD ................ e e s t.j..‘..."‘....-..-; ....... ‘._....':,...1 6.3
Energy. .. .v v cimon i i e s e e ‘ 6.3
JUSHICE v v v v ey i v s i i iia s i st . 5.6
‘ Export-lmport Bank ........................................ 5.0
1 L] O 3.4
‘Other undehvered orders .................................. 27.2
Total undellvered orders ................................. 376.7
Contlngencles
Insurance: o
Pension Benefit Guaranty Corporation. .. ......... ¢ 17.0
Other insurance contmgenmes e e B 0.3
‘Total insurance. .. .....vcivevsonn [ e 17.3
Government Loan and Credit Guarantees R o o L
VA i vaie e v e v et e O e e e e e e ", .78.9
Educatlon..........................................,.. 110.3
Other Government loan and credit guarantees . . . . .. e, .. 0.3
" Total Government loan and credit’ guarantees. Ve e ime e eahe 1805
Unadjudlcated Clalms ' : i
10 5 R T P o 0uT
Transportation ..... e v e e e e e y - 0.5
Treasury . . ...oivwn .. e e e e e o002
‘ Other unadjudlcated cialms e e i e A . 0.8
Total unadjudlcated clalms ..... L PO AP AN T
Other Contingencies: : A , 3 : o »
Treasury ....... P P e e eeews. - bB6.3
Agriculture. . ... o 0 e i s e e e e ‘ 7.5
DOD............... e S . 5.7
Transportation. . . . .. B S PR e ' 3.0
NASA.......... e e reami e i e e 1.5
Othercontmgencles...;'...;..'.;...., ............... 2.2
Total other contingencies. ....... e e Ceaeaen ‘ 76.2
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The Government engages. in con-

tractual commitments requiring fu-'

ture financial obllgatlons Disclosure

of some of these commitments is re-_

quired in private sector accounting
due to their nature or amounts. Adap-

tations of these disclosures for the '

Government’s commitments are still
evolving. The Government has sig-
nificant amounts of long-term lease
obligations, shown in the table on the
previous page. “Undelivered orders”
represent the value of goods and ser-
vices ordered and obligated that have
not yet been received.

A contingency is an existing condi- '

tion or s1tuat10n involving uncertainty

NGTES TO THE FINANCIAL STATEMENTS

as to'a possible loss. A: loss is consid-

-ered reasonably possible if the future

conﬁrmlng event or events are more

~than remote, but less than probable: -
' These contingencies do not include
existing conditions or situations

where the future occurring évent is

only considered remote. Nordo they

include contingencies that would re-
sult in a gain.

The Government also is subject to
other contingencies, including litiga-
tion that arise in the normal course of
operations. The ultimate disposition
of these matters is unknown. Based
on information currently available,
howeyver, it is management’s opinion

. gate,’ w1lI not have a~mater1a

that the expected outcome of these,
matters, individually or in the, aggre- .

‘This is true for all contmgencres ex-
_cept litigation descrxbed in the next

'~paragraph

. Numerous cases are pendmg in-
volvmg supervisory goodw111 at sav-
ings and loan institutions, Medicare
cost report settlements, harbor main-
tenance fees and certain other mat-
ters. While it is likely that the United
States will have to pay some amount
of damages on the claims, the ulti-
mate costs cannot be reasonably esti- -
mated at this time. -

Financial Treatment of Loss COntingencles

‘Probabllity of Loss

Probable

probable’

Reasonably Possible, more
than remote but less than

| Remote, chance of
occuirence slight,

Financlal Treatment

Balance Sheet

Contlngenmes

- Note 15 — Commitments and’

No,disc"losure ST

Note 16. Unreconciled Transactions

Affecting the Change in Net Position

! The reconciliation of the “Change

in net position” requires that the dif-
ference between ending and begin-
ning net position equals the excess of
revenues over cost, plus or minus
prior period adjustments: The unrec-
onciled transactions needed to bring
the change in net position into bal-
ance net to $23.9 billion.

Note 17.

Dedicated
Collections

The term “trust fund,” as used in
this report and in Federal budget ac-
counting, is frequently misunder-
stood. In the private sector, “trust” re-
fers to funds of oné party held by a
second party (the trustee) in a fidu-
ciary capacity. In the Federal budget,
the term “trust fund” means only that
the law requires the funds be ac-

counted for separately, used only for

The' tllree prunary factors affecfing '

this out-of-balance situation are:
« Misclassification of -
mtragovemmental transactions by
agencies.
* Changes in valuation of Bal-
ance Sheet assets and liabilities, -
‘which were not identified by

| specified purposes and desrgnated as‘

a “trust fund.” A change in law may
change the future receipts and the

terms under which the fund’s re-

sources are spent.
“Trust fund assets” represent the
unexpended balance from all sources

~ of receipts and amounts due the trust

fund, regardless of source. This in-
cludes related governmental transac-
tions. These are transactions between
two different entities within the Fed-

~ eral Government (for example, mon-

ies received by one entity of the Gov-
ernment from another entity of the
Government).

“Intragovernmental assets” are-

comprised of investments in Federal
debt securities, related accrued inter-

agenc1es as prlor penod adjust- .
ments, '
» - Timing differences and errors
in the reporting of transactions.
‘The identification and teporting of
these unreconciled transactions are a

- priority project of the financial com-

munity within the Govemr_nent.‘

est and fund balance w1th Treasury

These amounts were, ehmlnated in
preparing this Financial Report.

“Net assets” represent only the
amounts due from individuals and
‘other entities outside the Govern-
ment, This means that all related gov-
emmental transactions are removed
to present the Govemment § position

"as.a whole.

The majority of trust fund assets
are invested in intragovernmental
Federal debt securities. These securi-
ties require redemptlon if a fund’s
disbursements exceed its receipts.
Redeemrng these securities will in-’
creasé the Government’s financing
needs and require increased borrow-
ing from the public.
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Trust Fund provides assistance and
protection against the loss of earnings
duetoa wage earner’s disability. The
assistance is in the form of money
payments orunedlcal care.The Fed-

eral Disability Insurance Trust Fund '

is administered by SSA.~

" Like the Federal Old-Age and \Sur-
vivors: Insurance' Trust:Fund, payroll

taxes primarily fund the F. ederal Dis=

~abilityInsurance Trust Fund. The:..
_ Fund-also receives incomefrom in-.
- terest earnings on Federal debt secu-

rities, Federal agencies’ payments:for
4 paym

the:Social Security benefits-earried by
military‘and Federal civilian employ-:
ees; and a portion-of income taxes’.
paid on Social Security benefits: - -

The Federal 'ﬁlsabillty'lnsurance '

NOTES TO THE FINANCIAL. STATEMENTS

The Federal Supplementary
Medical Insurance Trust Fund
finances the Supplemental Med-

“ical*Insurance:" program:
"(Medrcare Part B), which pro- k
“vides supplementary medicalin-

 surance for enrolled participants -
“to cover medical expenses not

‘.covered by Medicare Part A.

/ ‘The’ program is admmlstered by

- ‘HHS :

- Appropriations, premrums
charged to enrollees and interest

eral debt securities fund the Fed-
eral Supplementary Medlcal In-
< “surance Trust Fund a

_'m! g

“earned on mvestments in Fed- <}

.. This trust fund provides assis-
v tance and protection against the
g,loss of earnings due to retirement
_ordeath. The assistance’is:in the

g‘,_medlcal care. Thef

SSA.:

~Federa1 | Old-Age and Survivors In=s

; agencles _payments for the Social

-form of money payments and/or»

Old-Age and Survrvors Insurarice
Trust’ Fund is admlnlstered byjt‘ ,

Payroll taxes prnnarlly ﬁmd the

surance Trust Fund. Eamlngs on
Federal debt securities, Federal

Security benefits earned by mili- .
tary and civilian employees, and’
Treasury payments for a portion of
income taxes paid on Social Secu-

--'rlty benefits prov1de the fund w1th {
. ad monal mcome !

; civilian employees v

o 'eral debt

he Federal Hospital Insurance
Trust Fund finances the Hospital In-
surance program (Medicare Part A).
This program funds the cost of hospi-
tal and related care for individuals age

65 or older, who‘ ' eet certam msured g

disabled people HHS administers the
pro.

" The Federal Hosp1ta1 Insurance‘

Trust Fund is financed primarily by

payroll taxes. It also receives income
=from mterest eammgs on Federal debt -

79

The Military Retirement Trust

" Fund provides retirement benefits for

Army, Navy, Marine Corps, and Air
Force personnel and their survivors.
The fund is financed by DOD contri-
butions, appropriations and interest
earned on investments in Federal debt
securmes

The Civil Service Retlrement 'and'
y Dlsablllty Fund covers two Federal

civilian‘retirement systems: the Civil
Service Retiremeént System(CSRS)
‘for employees hired before 1984 and
the Federal Employee Retirement

+System (FERS), for employees hn'ed
“after 1983. .

The CSRS is finante

agencies’ contrlb i0,

ments for the Soc1a1 Secunty benef‘ ts
earned by, m111tary and Federal civil-
ian employees, and a portion of in-
come taxes paid on Social Securlty
beneﬁts




The Unemployment Trust Fund
protects workers who lose their jobs
through no fault of their own. The un-
employment insurance program is a
unique Federal and State partnership
based on Federal law, executed
through State law by State offici ls

Labor administers the program

‘TheAirport and Airway. Trust Fund
provrdes for airport 1mprovement

operatrons Transportatron adminis-
ters the Airport and Airway Trust
Fund.

NOTES TOTHE FINANCIAL STATEMENTS!

. The "Hazardous
»Superfund was authorized to-address -
public health and environmental
threats from sprlls of hazardous mate-
rials and from sites coritaminated
with hazardous substances. The Envi-
ronmental Protection Agency (EPA)
administers the fund :

" Taxes ¢ on. employers pnmarlly
ﬁmd the Unemployment Trust Fund. :

However interest eamed on. mvest- :

ments in Federal debt secuntles also
prov1des income to the fund. Appro-

priations have supplemented its in- .
come during periods of hlgh and ex-

tended unemployment

Taxes recerved from»transportatron !
of persons and property in the air, fuel

uséd in ndn-commeércial aircraft, in--

ternational departure taxes and-inter-
est earned on investments in Federal.
debt securities prov1de fundmg for.
the A1rport and Arrway Trust Fund

"Substance

Excise taxes collected on petro-
leum‘and chemicals, environmental
taxes. from all corporations with i in-
come in excess of $2 million, and in-
terest earned on investments in Fed-
eral debt securities finance the
Hazardous Substance Superfund.

The Highway Triist Fund was es-
tablished:to promote domestic inter-
state transportatlon moving people .
and the transportation of goods. The
-fund provides Federal grants to
States for, highway construction and.

* related transportation purposes..
. Transportation admmlsters the High-

way. Trust Fund. A
, Earmarked taxes on gasolme and
other fuel, «certain tires, vehicle and

truck use, and interest earned on in-:
. vestments:in:Federal .debt securities

provide all financing for the High-.
way Trust Fund.

[f_,(ln bl lllons of dollars)

¢ Fund Name e

n

Assets

Dlsburse-'"

B Trust Fund’ Less, lntragovem- consolldated

mental Assets ‘ Asse CR

.. .Federal Old-Age .and
. S‘urvnvors_l

, gt \
*Medicare' Parrt A
Medicare Part B
Unemployment
o JrustFund Ll ..
' Hazardous Substance
. Superfund.. ... e e s
. Highway Trust Fund. . . .. "
Airport-and Airway- '
.+, .. Trust Fund. . C e
" ,le Service Retlrement o
. and Dlsablllty Fund ..
~ Military Retirement )
Trust Fund .0o.ol. .o

nanced by other sources.

‘Recelpts -

»ments "Assets

09 L5 . UBd

283 327 261
87 . .59 93
":ﬂ 508 . 59.0 . 460.0
378 ';‘{338" 1499

* By law, certain expenses (costs) related to the admlmstratlon of the above funds are not charged to the funds and are fi-

3

1205“ e

72.1 .

.26.1 -

93 -
4597 03
1499

i
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B
| " The Indian Trust Funds differ from funds, including the Alaska Native
‘f other dedicated collectlons reported Escrow Fund. The assets held in trust
} in Note 17. - for Native Americans are owned by
} The Department of the Interlor (In- the trust beneficiaries and-are-not
| terior) has responsibility for the as- Federal assets. Therefore, these
! sets held in trust on behalf of Ameri~ amounts are not reflected in the Bal-
| can Indian Tribes and individuals. ance Sheet or Statement of Net Cost.
E Trust funds are held in accounts for ~ Indian Trust Fund balances pre-
| approximiately 315 tribes, 317,000 sented below do not include trust land
) individual Indian accounts and other managed by the Government.
| . _
rj -U.S. Government as Trustee for Indian Trust Funds
) Held for Indian Tribes and Other Special Trust Funds
- Statement of Changes in Trust Fund Balances as of September 30
J ' (Unaudlted)
/ E (In m|I||ons of dollars) ‘ ‘ -
r’ . : Recelpts. e e i e e e e 521.7
Disbursements ... ......". e SN L . (465.4)
Receipts in excess of disbursements . ....... B R R 56.3
. Trust fund balances, beginning of‘ye‘ar e e I 2,403.7°
Trust fund balances, L R ‘ 2,4601.0'”

U.S. Government as Trustee for Indian Trust Funds
Held for Individual Indlan Monles Trust Funds’
Statement of Changes in Trust Fund Balances as of September 30

(Unaudlted)

(In millions of dollars) _ ‘ _ _
RECEIPES. « v ve et ia e e BT o 313.6
Disbursements...... e e e : (354.1)
Disbursements inexcess ofreceipts . .. ..... .. .. i i, o . (40.5)
Trust fund balances, beginning ofyear................ e '519.7

Trust fund balances, endofyear. .. ......covvevennnn. e - 479.2
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SUPPLEMENTAL INFORMATION AND APPENDIX 83.

United States Government

Supplemental Information |
for the Year Ended September 30 1998
(Unaudﬂed)

The Statement of Net Cost presents the cost of the Government’s
major functions. The objectives of each of the functions are de-
scribed below. Also, the statement contains the definitions of

Net Cost Detail

“Gross cost,” “Earned revenue” and “Net cost.”

Amounts listed under this func-
tion include the costs to provide mil-
itary forces to deter war; to be pre-

pared to engage in war; and to

preserve the peace and security of
the United States, the Territories,

' ‘Commonwealth its possessions and
.any area occupied by the United

cludes the cost to train, equip and
compensate the armed forces; de-
_velop, acquire, utilize and dispose of
weapons systems; conduct research

_and development to maintain tech--

nological superiority, cut costs and
improve performance of weapon
systems; and carry out other defense

: related activities. .

o States. ‘National defense also in-

Education, Training, Employment and Social Services

(In billions of dollars)

The “Education, -
training, employment | Research and

Education,
ini Earned
Training, Subfunctions Gross Cost Revenue Net Cost
Employment , o
and SOCIaI Elementary, secondary . o
.Serwces - , Far]d‘ vocational education . . ... 6.2 . .. - . 16.2
Higher education ............. 136 33 103

and social services” general education aids .. ..... 2.5 C 25
function serves to ex- , B
tend knowledge and Training and employment . ...... 5.4 - 5.4
skills, enhance em- | B C S

ployment and eniploy- Other labor services. . ......... 0.8 - 0.8
ment opportunities, . . :

protect workplace Social services .............. 16.2 - 16.2
standards and provide ' '

services to the needy. Total education,

training, employment 4 M
and social services .. .... . 54.7 3.3 51.4




!
1

L

make up Medicare. This

tion on Medicare, see the °
sponsibilities section of

and Note 17-Dedicated

‘clude payments to eligible

"disability insurance pro-
grams. These are collec-
-tively referted to as “Social
“Security.” The Social Secu-
‘rity program is the single
‘largest Federal program and

“roll taxes. For more informa-
“tion on Social Security, refer
‘to the Stewardship Informa-

Health

Listed under the “Health” function '
are the costs-to promote physical and .
mental health, including the preven- -

tion of illness and accidents, and the
Medicaid program. Although the
Medicare program is the largest Fed-
eral health program, by law itisin a
separate function for budget pur+:
poses.. Also excluded from the
“Health” subfunction is Federal
health care for military personnel and
‘veterans,

Medlcare :

~ Federal hospital i insur-
ance and Federal supple-
mentary medical programs

function is hot further sub-
divided. For more informa-

note in the Stewardship Re-
Stewardship Information,

Collections.

Social Security
“Social Security” costs in-

beneficiaries of the old-age
-and survivors insurance and:

Income Security

| .. 84 ] SUPPLEMENTAL INFORMATION AND APPENDIX

Heanh
(In bllllons of dollars)

R : - Earned
Subfunctions Gross Cost Revenue Net Cost
Health care services ...... = 109.0 0.6 108.4
Health research _ '

and tralning . . ........ ¢ 4357 - 0.3 . 132
Consumer and : ‘

occupational

_heaith and safety....... 1.9 0.2 1.7 .
Cost, not allocated - A, i A ¢
to subfunctions .. . . .. W 09 ——— — 0.9 .
Total heaith . .. .. aee 1253 ST [

124.2

The cost of prov1d1ng payments‘

to persons for whom no current ser- .

vice is rendered comprises the “In-
come security” function. Included
are disability, unemployment, wel-
fare and similar programs, except
Social Security and income secu-
rity for veterans. Also included are

Income Security

(In billions of dollars)

| éﬁbfuncilons

food stamps; special milk and child

" nutrition programs, unemployment
compensation and workers’ com-

pensation; public assistance cash
payments; benefits paid to the el-

" derly and coal miners; and low- and

moderate-income housing assis-
tance. The cost of Federal pensions

- and retiree health benefits are allo~

cated to other functions.

Earned

Gross COét Revenue Net Cost

is funded primarily by pay-

tion section on Stewardship
Respons1b111t1es and Note
17-Dedicated Collections.

“Unemployment compensation . . .
- Housing assistance. . .. ol oo

Food and

nutritional assnstance

" Other income security

Cost not allocated

to subfunctions

" Total income security

240 1.0 230
074 o ora

35.5 2 353
8L.4 44  T1.0

138 24 117

17441
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Veterans Benefits and Services
‘The amounts listed under this function include specific benefits and services paid

to those with prior military service. Included are veterans compensation, life insur-
i ance, pensions, burial benefits, education, training, medical care, veterans housing
b ' ’ and VA administrative expenses. The net cost for the subfunction titled “Income
(r i .
|
|
{
|
i

~ security for veterans” increased this fiscal year by $109.4 billion. This increase re-
-+ sulted from a change in actuarial methodology and interest rate assumptions.

| | Veterans Benefits and Services
(In billions of dollars) :
| o AR Earned
» Subfunctions _ Gross Cost __Revenue _ Net Cost
7’:‘ 1 Income security forveterans . .. ............ 1378 ‘ - . 1376
Veterans education, _ , o L S
training and rehabilitation ............... . .20 - 20
Hospital and medical care for veterans ....... . 18.5 0.6 17.9
: Veterans hOUSING . . . . oo vven i nennnennnn 0.6 : 0.5 0.1
| | Other veterans behefits and serwces. s 1.5 0.2 1.3
|- | - Total veterans benefits and services. ... .. .. 1602 1.3 '15"‘8“.9‘ o
| —
.Energy
Ener gy (In bllllOﬂS of dollars)
" The “Energyv subfunction in- , ) | | ‘ Eamed
cludes the cost of promoting an ade- | Subfunctlons = Gross Cost Revenue Net cost
quate supply and appropriate use of R e _ ’
glg;gy to serve the needs of the econ- Energy supply .. . . . . . o 11.7 11.3 : 04
Natural Resources | Energy conservation. . . . . .. 0.7 . 0.7
‘and Environment " | Emergency energy : o :
*This function is comprised of cost - [ :
“incurred to develop, manage and : . preparedness. . ........ .. 02 - 0.2
‘maintain the:Nation’s natural re- - Energy information, : - S
- sources and environment.- Excluded e 07 - 0.6 . 0.1 -
are funding for community water -policy and regulatlon """ X o
supply programs, basic sewer sys- o Coel Co e
tems and waste treatment plants that - Total eNergy. ..ot 33 . 119 .- 14
‘are part of community or regional c e
| development programs.
| N R ' .
| ‘| Natural Resources and Environment
i (In billions of dollars) ,
1 .
| : - : Earned
= - Subfunctions - Gross Cost Revenue ~_Net c°st
! | Waterresources . ... ...l 79 16 63
) l\ { Conservation and land management. ............. e . B3 1.0 4.3
{ "Recreational resources . .................. e ' 17 03 1.4
| { Pollution control and abatement............. s 8.4 0.8 7.6
! | Other natural resources. . ... ....oveiann.. SR 3.7 0.5 . 3.2
% ,: Total natural resources and environment............. 27.0 4.2 22.8
|
J

PIECESRY R L
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(In billions of dollars)

COmmerce and Housmg Credlt

transportation facilities (such as air-
;ports.and railroads).

: - Earned
~ Subfunctions Gross Cost Revenue Net 60st
Commerce and Mortgage credit . .. ....... 2.9 4.8 (1.9)
Housing Credit Postal Service ........... 78.1 60.0 18.1
~ This function encompasses the | Deposit insurance . ....... 3.3 1.0 2.3
promotion and regulation of the : ' ‘
commerce, housing and deposit in- Otg? ggg‘\ﬁgfgénent 12.2 4.9 73
surance industries. Includedunder | ~ T T "ttt o
“Commerce and housing credit” are Total commerce 207
costs to collect and disseminate so- and housing credit. .. .. 96.5 0.7 258
‘cial and economic data; provide gen-
eral purpose subsidies to business
and individuals, including credit sub-
sidies to housing; and support the - | Transportation
Postal Service fund. - P
. ‘ (In billions of dollars)
Transportation Eamed: -
Grants to States and others for lo- " N '
cal or national transportation of pas- Subfunctlone S Gross COSt Revenue  Net Cost
'sengers and property make up the Ground transportation. . . .. 27.4 2.3 251
bulk of the costs associated with this | Air transportation........ 8.6 0.6 80
_function. Included are costs to con- | Water transportation. ... . . . 5.3 0.8 45
‘struct facilities; purchase equipment; ' G po )
. do research, testing and evaluation; Other transportation ... . . ... 03 - — 0. 3, -
and provide operating subsidies to Total transportation. . . . . . 41.6 3.7 37.9

‘Community and Regional Development

: The costs of promotlng viable
' commumty economies by devel-
. oping physical facilities or finan-
~cial mfrastructures comprise thls

Community and Regional Development
(In billions of dollars)

Subfunctions. -

function. Also included are the
costs of developing transpoita-
tion facilities that are integral
parts of community: development

.programs.:Aid to businesses is

* for their own sake

Gross Cost

Earned
Revenue

_usually.excluded from this func-
ition unless'it promotes the eco- -
:nomic development of depressed::
"areas and-is:not designed to pro--
mote particular:lines of busmess

Net Cost .

Community development
Area and- reglonal development
Dlsaster relief and insurance

Total communlty
and reg_ional development

7.1
3.9.
3.7

- 0.2
0.6
1.6

6.9
3.3
2.1

24

12.3
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|
|
:
|
i
\

[

Interest costs are primarily amounts on Federal securi-
ties held by the public. Interest payments on these secu-
rities are made by Treasury’s Bureau ofthe Public Debt.

world and promotmg 1ntemat10nal search, NASA space programs and
securlty and economic. development Energy general science research.
abroad. SRR :

S mee , R S Agriculture »
International Affairs General Science, Space Costs associated with promoting
ThlS functlon includes the cost. of and Technology . agricultural economlc stability and
mamtammg peaceful relations, sup- : : ’ maintaining and increasing agricul-

porting commerce and travel between This function covers the costs of tural productlon are found under the
the United States and the rest of the National Science Foundation re- “Agnculture function.

International Affairs
(In billions of dollars)
Earned S
Subfunctions Gross Cost Revenue Net Cost
International development ‘ ‘
and humanitarian .assistance .. ............ e 10.5 11 9.4
| International security-assistance ..................... 2.4 1.0 1A
Conduct of foreign affairs . ...............ocinvntn 4.9 0.6 4.3
Foreign information and exchange activities ............. o 1.3 - ‘ 1.3 A
International financial programs................... ... ~B.7 33 - 24 .0
Total international affairs . . ............ oo ol 24.8 6.0 .. 188. .
General Science, Space and Technology
(In billions of dollars) ' ’
| ‘ Eamed :
| Subfunctions Gross Cost Revenue: - Net Cost
I General science and basic research . ... .. e e 5.1 - . ..B1. . .
| Space flight, research and supporting activities. . . ....... 14.8 04 147
1 Tota general seience, space and technology . ......... 19_9 014 = 19.8
| Agriculture
1 (In billl_io:ns of dollars) S,
| I . Earned .
Subfunctions ; ‘ Gross Cost Revenue  Net Cbst
| Farm:income stabilization ... ... 16.0 1.9 141"
1 Agriculture research and service. . .............. caes 3.1 - 0.4 2T
| Total agriculture......... e e 191 2.3 . .-16.8 -
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Administration of Justice
The costs of judicial services in-
cludes police protection, law enforce-

justice” are the costs of the legislative A

branchand police and guard activities
that protect Federal property. Also,
the cost of National Guard personnel

éenéral vGo\'/'erlvime»nt

- “General Government” covers.gen-.
eral overhead costs of the Federal

ment (including civil rights), rehabili- dmili 1wh led Government. This includes legisla-:
tation and incarceration of criminals, "¢ Wary personnel who are cable tive and executive activities as well as
~ and the general maintenance of do- UPOR occasionally to maintain p“l 1€ central fiscal, personnel and property-
mestic order. It also includes the cost S2fety and the cost of military police  ,crivities. All activities reasonably or
ofpr0v1d1ng court-appomted counse] re included under the natlonal de- closely associated with other func-
or other legal services for individuals, fense function. ~tions are included in those functions
i Not found under “Administration of - rather than “General Govemment .
‘Administration of Justice
] (In billions. of dollars) - -
o | S5 Earned e
Subfunctions _Gross Cost Revenue Ngtf Cost- -
Federal law enforcement activities .. ................ = 132 'o.‘4,___, 128
- Federal litigative and judicial activities . ............. 66 05 61 -
Federal correctional activities ............ e 40 - 02 - 38
Criminal justice activities. . .. .............. cieeren__ 45 03 . 42
| Total administration of justice. . . . <. .\uieiiuii i 283 - 14 269
5 | General Government
—] (In billions of dollars)
Subfunctlons Gross Cost Revenue Net Cost
‘ A.Leglslatlve functlons ........ PRI . ; 16 e - 1.6-
Executive ‘direction and management. KR 0.4 i ' 0.4
{ Central fiscal operations ........................ . 11.0 20 9.0
% General property and records management . ......... . 121 04 - 117
‘ Central personnel management .................. . 0.2 - Q_.'2
""""" General purpose fiscal assistance .......... ceeees ‘ 1.6 0 1.5
" - Other general Government . .........c.ooovnvennenn.. 23 03 2.0
Totai-general Government . . .............. Caeaes 1292 - 28 26.4
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. ‘Forfiscal 1998, the unified budget
reported a surplus of $69.2 billion.
For the'same period, the Financial Re-
port reports an excess. of net cost over
revenue of $133.8 billion. The differ-
ence between these two amounts oc-

curs because they are prepared on dif-

ferent measurement basis to carry out
their different objectives. The Finan-
cial Report is prepared on the accrual
basis, according to standards recom-
mended by the Federal Accounting
Standards Advisory Board as issued
by OMB and GAOQ. Under accrual ac-
counting, transactions are reported
when the events giving rise to the
transactions occur rather when the
cash is received or paid. By contrast,

the unified budget is computed.pri- ., ;; 1 veaces in estimated liabilities

marily on the cash basis, according to
accepted budget concepts and poli-
cies. The most significant differences
between these two bases involve the
timing of recognition and
measurement of revenue and costs. -

The differences between these two
basis of accounting can be divided
into four primary categories.

1. Receipts recognized in the bud-
get that are not recognized as revenue
in the Financial Report, such as:

e Collections of pre- credlt reform
© loans. -
s  Collections of taxes receivable.
e Collections of accounts
receivable.

e Proceeds from the sale of capital
assets representmg “book -
_value.”

- 2. Revenues recognized in the Fi-
nancial Report that are not recognized
as-receipts in the budget, such as:
¢ Increases in taxes receivable.

o Increases in accounts receivable.

3. Outlays recognized in the budget
that are not recognized as costs in the

~ Financial Report, such as:

¢  Purchases of inventory and
property, plant and equipment.

e  Reductions in accounts payable.

4. Costs recognized in the Financial

Report that are not recognized as out-

lays in the budget, such as:
Depreciation on property, plant

_and equipment.

for employee pensions.
o Increases in estimated liabilities
_for employee benefits.
o Increases in estimated
environmental liabilities.
e Defaults on pre-credit reform
loans.
. In fiscal 1998, some of the the pri-
mary differences between the unified
budget surplus and the excess of net
cost over revenue were as follows:
1. VA compensation—An interest
rate change was made in the actuarial

" assumptions for Veterans compensa-

tion that significantly increased the li-
ability. This increase in the liability is
recognized as a current period ex-
pense in the Financial Report. The re-

lated liability is disclosed in Note
10—Federal Employee and Veteran
Benefits Payable. .. -

2. Military and Federal employ-
ees—The increase in actuarial health
and pension liabilities for military and
Federal employees is recognized as a
current period expense in the Finan-
cial Report. For a detailed disclosure,
see Note 10—Federal Employee and
Veteran Benefits Payable.

3. Environmental Expenses—The
increaseé in estimated liabilities asso-
ciated with removing, containing
and/or disposing of hazardous-waste
is recognized as a current period ex-
pense in the Financial Report. For a
detailed disclosure, see Note 11-En-
vironmental L1ab111t1es

4. District of Columbia (DC) pen-
sion fund-In fiscal 1998, the Federal
Government assumed management
responsibility of the DC pension fund.
The Financial Report recognized the
transfer of this fund as a $8.5 billion
liability for future payments to retir-
ees, and as a $3 billion asset for the
value of the fund’s investments.

The remaining unidentifed differ-
ence is a net of $35.5 billion. Since
some of the differences may be offset-
ting, the gross difference is larger than
the $35.5 billion and includes transac-
tions in all four categories listed
above. It also includes the effect of
misclassifying intragovernmental
transactions and relatively small dif-
ferences in entity coverage.

(In billions of dollars)

Reconclliatlon of the Excess of Net Cost over Revenue to the Unified Budget
Surplus for the Year Ended September 30 (Unaudited)

Unified budget surplus .. ..., ... i i i s e C . .69.2

Veterans compensation. . . . ... ..ottt iin i - (109.4)

| Military and Federal employees . ..... e (39.8)
) Environmental liabilities. . ...................... PP e e - (12.8)
| District of Columbia pension fund. ........ P e "(5.5)
‘(‘] Net amount of all other differences ................ ..o, _ (35.5).
Financial Report’s excess of net cost over revenue. ................. N (133.8)
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Appendix: List of Significant Government
Entities Included and Excluded

\
( This Financial Report includes the executive, législative: " is excluded because organizations and functions pertain-
} and judicial branches of the Government. Excluded are. ing to monetary policy are traditionally separate from, and

privately owned Government-sponsored enterprises such -independent of, other central Government orgamzatlons

as the Federal Home Loan Banks and the Federal National
Mortgage Association. The Federal Resetve System also

and functions.

Executive Office of the President

Office of Management and Budget (OMB)
www.whitehouse.gov/wh/eop/omb

Department of Agriculture (Agriculture)
www.usda.gov

' Department of Commerce (Commerce)

www.doc.gov
Department of Defense (DOD)
www.defenselink.mil
Department of Education (Education)
www.ed.gov

| ‘Agency for International Development (AID)

www.info.usaid.gov
Central Intelligence Agency (CIA)

, www.odci.gov :
Commodity Credit Corporation
Commodity Futures Trading Commission
Corporation for Public Broadcasting
Environmental Protection Agency (EPA) -

WWW.epa.gov
Export-Import Bank of the United States

D www.exim.gov
| epartmevi’l‘t’v(v):g:;rgg&(Energy) Farm Credit Administration

Department of Health and H Servi HS www.fca.gov :

, P evt'lw(\)’v.hhesi,lgovan mnan Services (HHS) " Federal Communications Commission (FCC)

Department of Housing and Urban Development www.fce.gov
(HUD) Federal Deposit Insurance Corporation (FDIC)
www.hud.gov www.fdic.gov

Department of Interior (Intenor) Federal Emergency Management Agency (FEMA)
www.doi.gov www.fema.gov

Department of Justice (Justice)
www.usdoj.gov -
Department of Labor (Labor)

www.af.mil

Department of the Army (Army)

www.arnty.mil

Federal Trade Commission (FTC)

www.fic.gov

:General Services Administration (GSA)

| www.dol.gov WWW.Z5a.20V
Department of State (State) National Aeronautics and Space Administration
www.state.gov (NASA)
Department of the Air Force (Air Force) WWwWw.nasa.gov

National Archives and Records Admmlstratxon
WWWw.nara.gov
National Credit Union Administration

& Department of the Navy (Navy) WWW.Ncua.gov

3 www.navy.mil National Science Foundation (NSF)
| Department of the Treasury (Treasury) www.nsf.gov

x WWW,ustreas.gov National Transportation Safety Board (NTSB)
‘ Department of Transportation (Transportation) www.ntsb.gov

www.dot.gov

Department of Veterans Affairs (VA)
Www.va.gov

U. S. Postal Service
WWW.USPS.Z0oV

 Office of Personnel Management (OPM)

WWW.0pm.gov
Pension Benefit Guaranty Corporatlon
www.pbgc.gov
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Entities Iynplude_d, ,pont.‘

Securities and Exchange Comm1ss1on (SEC) ' Other Boards and Cbmm1ss1ons

!
|
— ]
] WWW.SEC.g0V - Library of Congress (LOC)
‘ Small Business Admmlstratlon (SBA) www.loc.gov
| www.sba.gov. . _ : Government Printing Office (GPO)
Smithsonian Institution WWW.ZpPO.gov
| o www.si.edu General Accounting.Office (GAO)
“ Soc1a1 Security Administration (SSA) WWW.2a0.20V
u WWW.$52.20V ' Congressmnal Budget Office (CBO)
Tennessee Valley Authority (TVA) ‘www.cbo.gov
www.tva.gov Other legislative and judicial-(cash
Nuclear Regulatory Commission transactions only)
WWW.Irc.gov
Army Corps of Engineers
www.usace.army.mil
U.S. Information Agency
B www.usia.gov
" Enrichment Corporation-(until 7/28/98)

Significant entitiés,excludedfrom these stateme,nts:"

Federal Reserve Banks (FRBs)

P Board of Governors of the Fedéral Reserve System
Federal Retirement Thrift Investment Board
Thrift Savings Plan (TSP)

Farm Credit System =

Federal Home Loan Banks

Financing Corporation

Freddie Mac

Fannie Mae

Sallie Mae

Resolution’ Funding Corporation - -

Army and Air Force Exchange Service
Navy Exchange Service Command

Marine Corps Exchange
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